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DIRECTOR’S PREFACE

Large surpluses of staple commodities constituted an im-
pressive feature of the interwar period. The coffee surplus was
notably huge and persistent. Brazil, which bore most of the
burden, spectacularly resorted to burning parts of her excess
supply. In the ten years before war again engulfed Europe,
over 68 million bags of coffee were desiroyed. This was 28%
per cent of Brazilian production in that decade, or enough coffee
to meet consumption requirements of the world for two and
one-half years. Despite such drastic measures, stocks continued
abnormally heavy. Late in 1937 Brazil reluctantly admitted
the disastrous failure of her “permanent coffee defense” policy
and made radical modifications in it.

Many control schemes for foodstuffs and raw materials of
world importance owe their origin to severe dislocations that
resulted from World War I and the Great Depression. Govern-
ment intervention in economic affairs, extensively practiced in
wartime, became easier to apply in peace. Coffee, however, is
one of a few commodities to which national controls had been
applied much earlier. Failure attended efforts to reach an inter-
national control agreement until 1940-41. Then, in the face
of urgent need for Pan-American solidarity, the United States
joined fourteen Latin American coffee-growing countries in a
scheme for coping with new problems created by the closing of
Continental European markets.

The present war threatens even more serious dislocations
than followed the last one. Government controls are more ex-
tensive than ever before, and the trend of responsible opinion is
against hasty decontrol as soon as hostilities cease. In some
quarters it is expected that international commodity arrange-
ments will play a significant role both during and after the
war-peace transition period.

In recent years, indeed, more and more official support has
been given to the idea that commodity problems of world im-
portance can be dealt with effectively by international bodies,
set up under international commodity agreements, and employ-
ing one or more control devices such as export quotas, produc-
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vi THE WORLD COFFEE ECONOMY

tion restraints, minimum and/or maximum prices, and “buffer
stocks.” This idea, with specific reference to a few important
commodities, has been under investigation by the Food Research
Institute,

One conviction grows as this problem is studied. Commod-
ities differ widely one from another in many ways, and no two
commodity economies are closely similar. International com-
modity agreements must take these differences into account. If
commodity arrangements are to be successfully devised and car-
ried out, they need to be founded on extensive and intensive
commodity research.

Coffee thoroughly merits special investigation. Cofiee grow-
ing and exporting is of dominating importance in the economies
of a number of Latin American countries. These countries ac-
count for the bulk of world coffee production, and all are lo-
cated within the area of the United States vital interests. The
United States is by far the most important consuming market.
When the war closed the second most important outlet in Con-
tineptal Furope, coffee assumed greater economic and political
significance than ever before. Experience under the various
Brazilian coffee controls, and wartime experience under the
Inter-American Coffee Agreement, both yield warnings against
superficial assumptions regarding the virtues of ambitious and
fairly comprehensive international schemes for the regulation
of the world coffee industry. But only a provisional answer can
yet be given to the question: What, if any, type of agreement
or scheme for postwar control of coffee is desirable and feasible?

Mr. Wickizer’s present study makes timely contributions to
an understanding of the commodity coffee, the evolving world
coffee economy, experience with coffee controls, and the prob-
lems that lie ahead. Grateful acknowledgment is made to the
Rockefeller Foundation for a grant of funds to the Food Research
Institute that made possible the preparation and publication of
this book.

JoseEPH S. Davis
July 30, 1943
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CHAPTER 1

BASIC FACTORS IN THE COFFEE SITUATION

Coffee is primarily a Western Hemisphere product and
problem. Over 85 per cent of the world supply comes from
Latin America, mostly from Brazil and countries bordering on
the Caribbean. The United States constitutes by far the greatest
market, absorbing more than half the entire world output. Be-
fore World War II the countries of Continental Europe took
another 40 per cent of all coffee exports, but today this market
is closed and the United States is left as the only important
outlet. World coffee consumption, as well as production, is
now more than ever concentrated in countries of the Western
Hemisphere.

Many common interests have drawn the Americas closer to-
gether since the outbreak of war. New economic and political
relationships have been and are being established. The impoz-
tance of coffee in the economies of Latin American producing
countries, and in the diet of United States consumers, made it
a logical first choice of commodities to come within the new
Inter-American understandings.

So much of the world’s coffee has long been grown in Brazil
that problems of the industry in the past have very largely been
Brazilian problems. As production expanded in neighboring
countries to the north, such as Colombia, they broadened in
scope. When the Continental market was closed to all Latin
American producers alike, it was at a time when the United
States found it highly desirable to further strengthen the ties
with its southern neighbors. Thus, under the stress of war and
for reasons of national interest, the essentially conflicting objec-
tives of coffee producers and consumers were resolved in a new
manner.

Today three basic facts in the world coffee situation, three
main problems, may be singled out for special attention in
characterizing the world coffee economy. The first is of longest
standing and is inherent in the nature of the demand for and

3



4 THE WORLD COFFEE ECONOMY

supply of coffee. Annual consumption requirements are rela-
tively stable, while the supply is highly variable because of wide
variations in year-to-year crop yields. The second problem has
been with the industry for more than a decade and is largely
the outgrowth of attempts to solve the first by Brazilian control
measures. It concerns the excessive aggregate world coffee sup-
plies that have persisted since the early 1930’s. The third prob-
lem may be considered as temporary, the result of war, but it
is nevertheless acute. It relates to the effect on producing coun-
tries of the loss of Continental Europe as a market and the ad-
justments being attempted through the Inter-American Coffee
Agreement.

SUPPLY VARIABILITY

The first and oldest problem of the coffee industry is not
man-made but arises from the nature of the coffee plant. The
coffee tree itself has its own yield cycle; it bears less in the years
immediately following a large output. Weather conditions also
profoundly affect the yields obtained. When, by chance, the
trees are rested and weather is favorable, the crop will be un-
usually large; when the trees have yielded heavily the previous
season and are thereby exhausted, and the rainfall is well below
normal, an unusually small output will result. Characteristic
variations in yields are such that the output of a particular plan-
tation may at its high be ten times the production at its low.
Furthermore, output cannot be adjusted from one year to an-
other, Several years are required to bring coffee trees into
bearing, and, once in production, they are not readily aban-
doned or destroyed.

This problem, inherent in coffeegrowing, is accentuated by
concentration of production in one part of the world. For many
decades, three-fifths or more of the world coffee output has
come from Brazil, and about two-fifths of the world total from
a single state, Sdo Paulo, located partly in the Temperate Zone,
where climatic influences are likely to be less stable than in
strictly tropical areas. If the world’s coffee trees were more
evenly distributed over the different continents, variations in
yields would tend 1o offset one another because of compensatory
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influences. But when such a large proportion of all bearing
trees is concentrated in a relatively small area, the effect on the
world’s annual supply is very pronounced.

Coffee consumption, on the other hand, does not vary much
from one year to another. It is very mildly responsive to changes
in prices or in purchasing power within brief periods. Growth
of population, and changes in consumer habits accompanying
persistently high or low prices to consumers, largely account
for discernible changes in the volume of coffee consumption.
Unlike many foodstuffs, coffee has only one significant use, and
for most of those accustomed to drink it no fully acceptable
substitutes are available. As long as the one all-important use
of coffee is for the brewing of a beverage, the use of which tends
to become fixed in the individual’s dietary, there will be narrow
limits to the adjustments in consumption that can be achieved
solely through price changes from year to year.

Since green coffee is not highly perishable, and storage costs
are not heavy, variations in stocks voluntarily held by pro-
ducers, middlemen, and speculators in futures contracts help
to moderate the price influence of highly variable annual out-
puts. But the commercial risks involved are so large that wide
fluctuations in prices of green coffee tend to occur nevertheless.

Under such circumstances, in the absence of government
intervention, coffee growers find that large crops bring dis-
tressingly low prices, and even that large crops often bring less
income than small crops. Growers tend to underrate the com-
pensating influence on their income from the inverse variation
of crops and prices. Like other agricultural producers, they
are easily persuaded that middlemen derive large speculative
gains at their expense. Hence, in Brazil especially, they have
long sought to further their interests by governmental regulation
of coffee marketing.

POTENTIAL NONBEVERAGE USES

Although coffee has been used as a beverage for about six
hundred years, today it may be on the threshold of a quite dif-
ferent and potentially important use in industry in the making
of plastics. If so, it is conceivable that an entirely different
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approach may be made toward a solution of the problem of
annual supply-demand adjusiment.

A very small fraction of the coffee consumed is used for
flavoring such products as mild drinks, “soft drinks,” and ice
cream, and small amounts are employed in similar uses in the
household or in public eating places. Very early in the history
of coffee, the whole berry was used as food, but the practice
never became popular. More recent efforts to revive and spread
such use among native populations have not met with much
success. The pulp surrounding the coffee bean has no present
commercial importance.

Many attempts have been made to find nonbeverage uses
for coffee that would be commercially feasible under conditions
of excess supply. Such efforts were intensified during the past
decade when millions of bags of surplus coffee were being
destroyed in Brazil. Efforts to utilize certain chemicals, oils,
and other components of the berry have met with small success,
because the processes employed in extraction are still too costly
to be commercially practicable. Experiments in Brazil designed
to make use of surplus green coffee as a fuel or a paving mate-
rial for roads have not produced satisfactory results. Indeed no
simple, inexpensive method is known for utilizing coffee un-
salable for beverage purposes, or even for conveniently dis-
posing of such stocks in large quantities.

The only promising possibility now in sight for other than
beverage uses is that raw coffee may be found suitable for the
manufacture of plastics. To prove the commercial feasibility
of a process developed by a New York inventor for converting
green coffee beans 1o moulding powder for a new thermosetting
plastic, a pilot plant, financed by the Brazilian Government,
was constructed in Sdo Paulo in 1941. With this process, one
60-kilogram bag of cofee is said to produce 40 square feet of
plastics Y2 inch thick, 1 pound of caffeine, and 1% gallons of
coffee oil.!

Two large plants, capable of utilizing as much as 5 million
bags of coflee that would otherwise be burned in accordance

1 Albert Gray, “'Coffee Plastics,” Modern Plastics, May 1939, p. 72. See slso C. E.
Nabuce de Arsujo and H. S. Pofin, “Industrial Utilization of the Coffee Plant,” News Edi-
tion, American Chemical Society, Aug. 25, 1941, pp. 877-81.
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with Brazil’s destruction program, were scheduled for comple-
tion in 1942. However, early in 1943 the one pilot plant in
Sio Paulo, with an annual capacity of 50,000 bags, was not
yet in regular operation. Difficulties have been encountered in
the mechanical adaptation of the process.

If such an important industrial use of coffee should be
developed, the whole aspect of the industry might be changed.
Problems of surplus supply could be dealt with by utilizing
poorer grades for nonbeverage purposes. Such use on any
important scale, however, might discourage the lowering of
coffee prices to consumers in countries now using very little
coffee. It would introduce a complex array of factors into the
coffee situation, for, as a raw material for industry, coffee would
undoubtedly be highly competitive with a variety of other ma-
terials. It is much too early to forecast the prospects of *“cafe-
lite” as a competitor of the multifarious other plastics that the
postwar world will have at its disposal.

OVERPRODUCTION

The persistence of excessive coffee supplies in relation to
effective demand is a condition largely originating in Brazil.
It is also primarily the problem of Brazilian growers, though
the effects of a decade of surpluses in Brazil have been felt
throughout the coffee world. In the 12 years 193142 over
75 million bags of coffee were destroyed, or enough to supply
the consumption requirements of the entire world for three
years. When an excessive number of producing trees resulting
from an earlier overextension of planting, rather than unex-
pected bumper crops, became the underlying cause of oversup-
ply, the market effects became lasting. Growers, always reluc-
tant to abandon or destroy trees that require several years to
bring 1o bearing, clung to hopes that, as many times before, con-
ditions would be set right by unforeseen events. Unfortunately,
the conditions grew worse rather than better.

Brazilian price-supporting schemes in the interwar period
stimulated production not only at home but in other coffee-
producing countries of Latin America, Asia, and Africa. Pro-
duction in Africa and Asia was further stimulated by the tariff
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protection and preferential treatment accorded colonial cof-
fees in the metropolitan markets. Such protection was intro-
duced or increased about the time Brazil's situation became
most acute, and accentuated the difliculties that reached a cli-
max during the world economic depression of the early 1930’s.

Brazilian coffees, long the major portion of the world’s
supply, are considered by the trade in a class quite apart from’
all other coffees. Although not with strict accuracy, the coffees
grown in all countries outside Brazil are classed as “milds.”
So-called mild coffees are considered better in quality, sell at
higher prices, and, though available in smaller volume, offer
Brazilian bulk coffees quality rather than price competition.
Milds are commonly used to impart flavor to blends predomi-
nantly composed of various Brazilian growths. Over several
decades, their importance in world trade and consumption has
grown even more than their importance in world production.”
This is the most significant aspect of the decline in the domi-
nance of Brazil in the world’s coffee trade.

Because of the superior quality of much of the output out-
side Brazil, and because of the artificial price differential
prevailing over extended periods between Brazilian and other
coffees, the burden of the world-wide tendency toward expand-
ing coffee production fell most heavily on Brazilian growers.
In general, the mild coffees found ready markets, and the excess
capacity for production accumulated in Brazil. Non-Brazilian
producers profited as Brazilian coffee fell into the position of
making up the difference between world coffee consumption and
the production of mild coffees.

This second major problem of the coffee industry, overpro-
duction, is solvable, and was, in fact, approaching solution at
the outbreak of World War II. In the natural course of events,
depressed or unprofitable coffee prices discourage new planting
until production is brought into adjustment with consumption.
In the past the Brazilian industry has always come back, owing
to the persistent growth in world consumption and fortunate
circumstances of weather, The saying in Brazil that “God is a

2 Non-Brazilian production, though almoet doubling during the interwar period, re.
mained ot slightly over iwo-fifths of world output. Non-Brazilisn exports, however, rose from
around 38 per cent of the world total in 1919-23 to approximately 46 per cent in 1934-38.
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Brazilian” reflects an unquenchable faith that, even when con-
trols break down, events will occur to rescue the industry from
critical situations. Rain or frosts have come, as needed, upon
numerous past occasions. Hence voluntary adjustments by
growers themselves tend to be slow and delayed as long as
possible,

When the economic forces working toward adjustment be-
tween world coffee production and consumption are not per-
mitted to operate, or are influenced or modified by measures of
state intervention, another retarding factor is introduced. Con-
trols need not be a retarding influence, but usually they are,
chiefly because they are fostered to protect special interests.
They provide a temporary form of relief, but soon become an
jmportant factor contributing to later difficulties. Brazil’s sur-
plus problem of the past decade can be attributed to the coffee
policies followed during the previous decade.

WARTIME CONTROLS

Late in 1937 Brazil abandoned the price-supporting meas-
.ures that had been employed in one form or another over a long
period of years, and adopted a new trade policy of free compe-
tition. When coffee control was first tried in 1906, Brazil sup-
plied four-fifths of the world market. By 1937 Brazilian coffee
accounted for only half of aggregate world exports, and almost
57 million bags of coffee had been destroyed since 1931. Be-
fore the Brazilian export tax was reduced from 45 to 12 milreis
per bag in November 1937, the Santos No. 4 grade was selling
for 11% cents a pound in New York. After the adoption of the
new policy, prices in December averaged 8% cents. The aver-
age price in the same market for the whole of 1938 was 7%
cents; in 1939 it was 7%2; and in 1940 slightly over 7 cents,

The fall in coflee prices, following abandonment of price-
supporting measures, enabled Brazil to regain some of the ex-
port business which had been lost to countries producing mild
coffees. But competition was intensified, and the outbreak of
war in Europe in 1939 threatened to close the second largest
coffee market. Producers attempted to dump on the United
States market coffee that could not be sold in Europe under war



10 THE WORLD COFFEE ECONOMY

conditions. In 1940 prices of both Brazilian and mild coffees
fell to the lowest level in two decades. The situation conifront-
ing the coffee industry seemed to call for some type of controlled
marketing if further demoralization was to be avoided.

The Inter-American Coffee Agreement, worked out late in
1940, became effective on April 15, 1941 retroactive to Octo-
ber 1, 1940. Fourieen producing countries of Latin America
and the United States, practically the only market remaining,
were parties to the pact. It set up a system of basic quotas for
exports from each producing country and imports into the
United States as well as into other markets not closed by the
war. United States sponsorship of this agreement was impelled
by the evident need of averting or alleviating economic distress
in the coffee-producing countries, and of winning their ad-
herence to Pan-American solidarity against the Axis powers.

Under the Inter-American Coflee Agreement the downtrend
of coffee prices was strikingly reversed; within a year they
had doubled. Developments during the war have necessitated
important modifications in the operation of the Agreement, and
the United States is faced with shouldering a large share of the
burden of the wartime coffee surplus. The ultimate outcome
cannot yet be predicted, but it is not too early to examine the
experience to date and the direction in which it is leading.

While designed initially to meet an immediate crisis due to
war dislocations, the Agreement was also viewed as a mode of
attack on the underlying problems of the coffee industry. Ac-
cordingly, the experience under this international agreement
merits careful appraisal with reference to the significance and
utility of some such control in the postwar world.

Conceivably, solution of the wartime problem may point
the way toward solving the recurrent peacetime problems of
coffee. Inherent supply-demand maladjustment and excessive
producing capacity are both problems susceptible to at least
partial solution through soundly conceived co-operative meas-
ures among producing and consuming countries. In the discus-
sion of the world coffee economy in the pages that follow,
special attention is given to those phases and features of the
industry that have a particular bearing on its main problems.



CHAPTER I

COFFEE AS A WORLD COMMODITY

Coffee is one of the five so-called “enjoyment goods” of
world importance.' Tea is consumed by a larger population,
cocoa possesses a greater food value, tobacco is used more
nearly universally, and wine is shipped in larger volume. By
all measures of commerecial importance, however, coffee ranks
among these five as the premier enjoyment good. In the mid-
1930’s, despite the relatively low coflee prices at the time, world
coffee exports ranked fifth among the foodstuffs important in
lnternational trade, being exceeded in value only by wheat, sugar,
pork products, and butter. Both in volume and value, coffee
was of greater importance in international trade than such raw
materials as silk, copper, and tin.

In the international political sphere, coffee has a significance
comparable with that of many basic foods and raw materials.
It is of dominating importance in the agriculture and economic
life of seven Latin American countries, and of secondary im-
portance in many more. Wide use of coffee as a beverage in the
United States and Continental Europe gives rise to an overseas
trade which, if interrupted or unprofitable, creates problems of
first magnitude in the producing countries with inevitable re-
percussions elsewhere.

WORLD COFFEE CONSUMPTION

The United States and European countries accounted for
over 90 per cent of world net imports of raw coffee in 1935-39,
a slightly smaller proportion than in 1909-13 when aggregate
imports were only two-thirds as large (Chart 1). Although
coffee has been shipped in increasing volume to miscellancous
American, Asiatic, and African markets, growth in per capita

I Many types of alcoholic drinks are produced throughout the warld for lacal or na-
tional consumption, Although important emjoyment goods, beer and distilled epiriis enter
very little into world trade. Similarly, numerous tropical planis furnish beverages used for
their stimulating properties, but consumption is confined principally to nstives in tropical
countries. In addition vo coffee, tea, snd cocoa, maté and kola have attained some commer-
cial importance.

11



12 THE WORLD COFFEE ECONOMY

consumption there has been slower than in Europe, and much
slower than in the United States.

CHArT 1.—WoRrLp IMpPorTs Anp Exronrts oF CoFreg, 1909-41%
{Million bags of 60 kg.)
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* Data in Appendix Tables III, 1V, and V. Horizontal lines represent averages for
1909-13 and 193435 respectively.

* Mostly exporters of mild coffees.

During the last three decades the positions of the United
States and Europe in world coffee consumption have been ap-
proximately reversed. Before World War I something over one-
third of world net imports were accounted for by the United
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States, while Europe absorbed over half of all exports. In the
five years immediately preceding the outbreak of World War II,
Europe took over 40 per cent of the total and the United States
nearly one-half. Broadly, but more accurately, the distribution
of world coffee imports {net) for various periods is as follows:

World i Per cent of world total

totat |
Yorre {thousand | Other
bogs of | United | Europe. coun-
60 kg.) | Btates tries
1909-13 BVerAge.....covvivineiinnieinaannns 17,554 | 38.9 | 54.6 | 6.5
1924-28 AVETAEC......ouvevieenrnccansarcrann 22,134 | 476 | 44.6 | 7.8
1920-33 AVETBLZe.....evruuienianniacarsnnan 24,907 1 475 | 45.3 | 1.2
1934-88 AVErage.. . ....ovevmmcirninincaraanns 26,534 | 4.3 | 43.4 : 1.3
1930, ot c it e b iaa e 29,184 51.7 | 40.0 | 8.3
1340. e ee et e e e 21,688 | 71.1 | 19.2 | 9.7

* Estimate of the International Institnte of Agricaltore.

After the closing of most European markets in 1940, and the
effective elimination of all important ones in the following year,
the United States purchased and consumed more Latin Ameri-
can coffee than ever before, at prices approximately twice those
prevailing in 1940.

During the interwar period the composition of world coffee
supplies, as between Brazilian and all other coffees, changed
very little, but a large fraction of the Brazilian cutput was
destroyed. Commercial blends were altered to include a higher
proportion of mild coffees. In the years immediately preced-
ing World War 1, approximately 70 per cent of all coffee
consumed was Brazilian coffee; in the late 1930’s Brazils con-
stituted only a little more than half the total (Chart 1). The
gradual growth in preference for mild over Brazilian coffees
has been one of the most impressive trends in world coffee con-
sumption during recent decades.

Another significant trend is the relatively rapid expansion
in coffee consumption in the United States, in contrast with the
failure of European consumption to gain correspondingly.
Proximity to producing areas and the absence of import duties
and taxes on consumption, together with rising planes of liv-
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ing and the tempo of life in the United States, contributed to
this expansion. Low prices during the 1930’s, importation of
greater amounts of finer-quality coffee, and still further im-
provement in the quality of the beverage made, were other in-
fluences.

Until recently, the Scandinavian couniries had a higher per
capita consumption than the United States. In most other parts
of Europe high tariffs, taxes, colonial import preferences, and
relatively lower purchasing power have conspired to keep coffee
beyond the means of the masses. Hence growth in consumption
has been discouraged, and per capita consumption has remained
at levels lower than in the United States,

In the years just preceding the outbreak of World War 1I,
France and Germany were by far the most important European
markets, Aggregate imports of these two countries constituted
over half the total of all European coffee imports. Their per
capita consumption, however, was lower than that of most of the
Scandinavian and Low Countries (p. 68). Following France
and Germany in order of importance were Belgium, Sweden, -
Raly, and the Netherlands. These four countries accounted for
an additional 25 per cent of European coffee imports. Den-
mark, Spain, Finland, Norway, Switzerland, and the United
Kingdom followed in the order listed (Table 1).

In the Americas only Argentina and Canada provide mar-
kets of much importance in addition to the United States. All
of the coffee-producing countries of Latin America are known
to be heavy consumers, but statistics that might show the level
of intake in comparison with the leading import markets are
largely lacking. The Union of South Africa and Algeria each
normally absorb about the same amount of coffee as the United
Kingdom-—-under 1 per cent of world net imports. Australia,
New Zealand, Japan, and a large number of miscellaneous
countries imported even less coffee, and in the aggregate they
accounted for only 3 per cent of world imports.

For several centuries coffee drinking has been a custom
predominantly of nationals of European origin. The British
are the important exception. Europeans took up the habit of
coffee drinking in the seventeenth century, about the same



COFFEE AS A WORLD COMMODITY 15

TasLE 1.—NeT ImrorTs or COFFEE INTO PRINCIPAL CONSUMING
CounTries, 1925-38*

Thousand bags Per cent
Country or of S0 kg, of world total
countries

1929-33 | 193438 | 1920-33 | 1984-38

o avemuei uverngel averngeE average
World totBl ..o iiii it ira e 24,907 1 26,534 | 100.0 | 100.0
Dnited States . .oov it iiiiiiicineans 11,8341{13.08% 47.5 6 48.3
Europe and United Kingdom............... 11,268111,503: 45.3 | 43.4
Pranee. .ot itaeaeneeiaaananann 3,087 3,077 12.4| 11.5
L2 1010 ) . 2,387, 2.762; 9.6 104
Belgiumm . .ooveriie it e e 772 821 3.1 31
Sweden......coiviiniiviiiniiniiiininn, ‘.- 7381 80| 3.0| 3.0

B 2 720, 618 2.9 2.3
Netherlands... ..o iiiiiiniiiinnnsn 658 59% 2.6 2.3
Detmark.. .o veiiirrererinrenss ferenrares . 447 466 o1 8 1.8
Spain....ocieiiiniann PO 396 407, 1.6 1.5
Finland. ...t 278 M3 1.1 1.3
B 275 294! 1.1 1.1
Bwitzerland........cocoiitiiiinininriieas 246 261} 1.0 1.0
United Kingdom............cocivniiinennn an 236“ 1.2 1.6
Czechoslovakid ...ooovivvvviiinenarnnneans 222 188 | .9 g
Other BuroDe.. . oiiieir v iiaiiiieeararans 741 636, 3.0 2.4
Other countries....................... vanein 1,805 1,421 7.2 7.3
Argenting.............. ..., 380; 380; 1.5 ‘ 1.4
Canada......coovviivi it i 232, 283; .. 1.1
AlgeTIa . ... 21, 24, 9, .9
Uniion of Scuth Africa................... 25| 237 .9 .9
Al other countries....................... ?5’” 798, 3.0 3.0

* Data from Appendix Table IV.

time that tea and tobaceo were introduced.” Coffeehouses, first
opened in Constantinople and Venice, had been established
throughout most of northern Europe by the middle of the cen-
tury. Sometimes attempts were made to suppress them on the

2 Earlier, by the opening of the sixteenth century, cofiee drinking had become popular
in Arabia. De=pite religious objections that the beverage was intoxicating, the coffeedrinking
babit persisted and soon spread 1o Egypt, Turkey, and other Mediterrancan cpuntries. The
first recorded use of coffee, however, was as a food; later it came to be used ms a wine, a
medicine, a devotional refreshment, g confection, and finally as a beverage. The intrepid
travelers of the sizteenth snd early seventeenth centuries introduced coffes into Europe from
the Near East. But the characier of the beverage prepared in Europe was radically different.
Eastern methods of brewing were soon discarded in favor of processes appropriste to the
many types of coffee-making apparatus that were invented in England, France, Germany, and
Italy. The resulting beverage made a far greater appeal 10 Western tastes. W. H. Ukers,
All about Coffee (2d ed., New York, 1935), pp. 1348, 623-28.
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grounds that they were centers of sedition. But they continued
to flourish despite heavy government taxes on coffee and the
application of various measures restrictive of consumption. By
the nineteenth century, taxes were less severe, planes of living
had improved considerably, preparation techniques had pro-
gressed, and coffee drinking had increased enormously.

Today, in countries where coffee is autstandingly the popu-
lar beverage, as in northwestern Continental Europe and the
United States, from 12 to 17 pounds annually are normally used
for every man, woman, and child. Average consumption of the
coffee-drinking adult portion of the population runs higher,
equivalent to two or more cups a day. In some countries such
as France and Germany, per capita consumption is considerably
lower, even though the aggregate volume of imports s ordinarily
very large. When some other beverage bas a strong hold, as in
Canada, Argentina, and the Union of South Africa, consumption
per capita is only 3 to 5 pounds afinually. When another bever-
age is even more strongly intrenched, as in Great Britain, per
capita coflee consumption is far lower.

Estimates of annual per capita coffee consumption, in
pounds, for selected countries during the 10-year period
1929-38, are given in the accompanying tabulation:

Denmark .............. 16.6 Switzerland ............. 8.2
Sweden ............... 16.4 Germany ............... 5.1
Norway ............... 13.2 Argentina .............. 4.2
United States ........... 13.0 Union of South Africa... 3.3
Belgium .............. 12.8 Canada ..........cc..... 3.2
Finland ............... 11.0 Spain .........c 000l 2.7
Netherlands ........... 10.1 Ttaly «ovvivvieenninnnnn 2.1
Framce ................ 9.8

* Seven-year average, 1902035,

Of these countries, Spain and Italy had the highest coffee duties
or taxes during the period and showed the lowest per capita
consumption. In 1937 various duties or taxes in these countries
amounted to more than 35 (U.S.) cents per pound, a burden
which, in terms of purchasing power, was much higher than it
would have been, for example, in the United States.

Taxes on coflee, tea, and tobacco have long been a favorite
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means of raising revenue in some countries. No European mar-
ket bas kept coffee consistently on the free list, though duties
have usually been lowest in the United Kingdom, where per
capita consumption during the period 1929-38 was only .7 or
.8 pound annually. High taxes, combined with low purchasing
power, help to explain the low coffee use in southern European
countries, but not in the British Empire.

The United Kingdom ranks low as a coffee market, owing
to the strong preference for tea as a hot drink. Coflee was the
preferred drink of the British until about the middle of the
eighteenth century, a historical fact to be remembered when
it is common to overemphasize the inflexibility of consumer
habits. It was, moreover, the London coffeehouses that popu-
larized tea in England. The explanation of the shift doubtless
lies, in large part, in the history of the Far Eastern ventures of
the East India Company, which owed its greatest success to
monopolization and development of the world’s tea trade.” As
coffee drinking increased in popularity in Continental Europe,
tea remained the preferred beverage in the United Kingdom,
as it did also in Russia and most of the Orient. Moreover, wher-
ever the British colonized, as in Australia and Canada, tea also
became the favorite. In the Union of South Africa, however,
the large Dutch element accounts for the relatively greater pref-
erence for coffee.

Coffee has an established place in the dietary of most users.
It is not in fact a food, but it is commonly regarded as a food.
Its unique flavor and aroma, and its contribution to one’s sense
of well-being, place it in a group of commaodities that are prized
and consumed for their value as stimulants. Except for cocoa,
the enjoyment goods of world importance possess little or no
nutritional value. Such as may be obtained from the consump-
tion of coffee or tea is incidental, and is derived from the sugar,
milk, or other additions served with the beverage.

2 %It constituted not only the world's grestest tea monopoly but also the source of in-
spiration for the first English propaganda in behalf of a beverage. It was s0 powerful that
it precipitated a dietetic revolution in England, changing the British people from & nation
of potential coffes drinkers to a nation of tes drinkers, and all within the space of a few
years.” W, H. Ukers, 4l about Tea (2 vols., New York, 1935), I, 67. For an account of the
development of the tes trade of the East India Company, see H. B. Morse, The Chronicles of
the East India Company Trading to Ching, 2635-1834 (5 vels., Oxford, 1926-29).
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All of the so-called enjoyment goods of world impertance
tend to be habit-forming. Hence, devotees have difficulty in
finding substitutes, and higher prices, over the short term, have
less immediate effect on consumption than they do for many
foods. The average coffee consumer considers a certain mini-
mum number of cups as a necessity, and only those over and
above this amount are regarded as having sufficiently less utility
to be omitted. It is not surprising, therefore, that habitual
users of coffee tend to rank its continued availability as almost
as important as the satisfaction of the basic want for food.

WORLD COFFEE PRODUCTION AND TRADE

Important as continued “availability” may be to the coffee
consumer, “accessible” and profitable markets are even more
important to the producer, and to nations heavily dependent
upon the coffee industry. World coffee production, though still
heavily concentrated in Brazil and secondarily in Celombia,
reflects the agricultural efforts, and determines the economic
results, of many nations or colonies in various parts of the world.

Three-fourths to four-fifths of the world’s annual coffee crop
is grown in three countries—Brazil, Colombia, and the Nether-
lands Indies. Four other Latin American countries—E! Salva-
dor, Venezuela, Guatemala, and Mexico—account for another
9-10 per cent of world output (Table 2). The remaining one-
tenth or more of production comes mostly from numerous small
countries or colonies in Latin America and Africa. The map
inside the covers of this book shows the approximate location
of most of the coffee-growing regions of the world and indicates
the relative importance of each country in world production,
based on average output for the period 1934-35 to 1938-39.

Changes in the relative positions of coffee-growing countries
have not significantly altered the high concentration of world
production in one part of the Western Hemisphere, However,
over a longer period-—since the beginning of the present cen-
tury—the dominance of Brazil in the coffee world has become
less marked.

During the past decade coffee crops have tended to increase
in size in Central America and Mexico and to decrease in South
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America. Even now, however, production north of Panama
constitutes only 12-13 per cent of the world total, while roughly
75 per cent originates in South America. African production,
at around 7 per cent, is now second in importance to American
production, having more than doubled since the late 1920%.
Asiatic output {chiefly in the Netherlands Indies) seems to be
stahilized at approximately 6 per cent of the world total.

TasLE 2—~WorLp Corre: Propuction, 1929-40%

Thousand bags Per cent of
of 60 kg. world total
Contlnents and
countries 1925-30 | 1834-35 19&3—&}

to to 193940 163640

193&341 183838 1933—34 1938—39‘
World total ..oooovivinnniians, 37860’37867‘37 782 1100.0 | 100.01100.0
South America........... eren 29633 28,3471 27,832 | 78.3 | 74.9; 73.7
Brazileoooeireiiiiiiinnaieens 24,519 22441|2206? 64 3[ 56.3° 58.4
Colombia.....ocvoeveeiieini.. 3545 4,154 4,450 4| 1.0 1.8
Venezuela.. ...oovreinnennnnn. 940’ 988’ 8OO 2.5 26 2.1
OURET v enroooie 6201 7641 515 1.6, 2.0 1.4
Central America and Mexico...| 4 389’ 48081 49331 11.6| 12.9 ! 13.1
Fl Salvador.................. 1,000/ 1,013! L1y 26 277 3.0
Cuatemala...........c.cueen.. 749 919 917 2.0| 2.4 i 2.4
1 G s TR 635 714 873 1.71 1.8, 2.3
OtHeT e e 2005[ 2252| 2,026 5.3 60| 5.4
ATPieB ..o it 1371 2138} 2600| 3.6| 5.61 6.9
ASIB . i 2377 2381 2317| 63! 6.3! 6.1
Netherlands Indies........... 19781 19990 1888 52| 531 5.0
(0111 SO 399 382 429| 1.1] 1.0; 1.1
OCeBNIa. .. .ie e 90; 103 100 2 .3\ .2

H t i

* Daa (from Appendix Table II} are for marketing years July 1 wo June 30.

The consumer’s ability to make a good cup of coflee, the
merchant’s skill and efficiency of operation, the government'’s
commercial and fiscal policies, the grower’s judgment in plant-
ing and preparing his crop for market, the state of domestic
industry and employment, the behavior of the weather, the cost
of ocean transportation, and literally dozens of other more or
less important factors determine the course of international
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trade in coffee, but perhaps nothing so much as the coffee poli-
cies of Brazil.

Brazil, though less important than formerly, remains the
chief factor in this trade. In the five years before World War I
Brazil’s exports accounted for 70 per cent of the world total;
in the five years immediately preceding the onset of World War
IT they constituted a little over half of the total. Thus, though
the position of Brazil has gradually become less dominating
since the tum of the eentury, it still far overshadows that of her
nearest rival, Colombia. In the period 1909-13, Colombian
exports were only 4.3 per cent of the world total; in 1934-38,
they had grown so much more rapidly than Brazil’s that they
accounted for 14.2 per cent of the total. Today, these two
countries dominate the international coffee trade. Together they
ship over two-thirds of all the coffee exported to overseas mar-
kets. A summary view of the distribution of world coffee exports
during the period 1934-38 follows:

Country Thousand bags of 60 kg.  Per cent of total
World total .........cvvvvvinnnant, 27,021 100.0
Western Hemisphere ................ 23,316 86.3
Brazil ......cviviiiiirininnn, 14,579 54.0
Colombia .......ccovvviiiininnns, 3831 14.2
El Salvador .......c..oivivivnnn.. 903 3.3
Venezuela ......ovvivniiivunoun... 794 2.9
Guatemala ..........ccovvinnnnnns 788 2.9
MeXico .+ vvviicriernrevnnsnnnnss 608 2.3
Haiti ...l e aaeen 463 1.7
Costa Rica . ...vvivnrinnvnnnnnnn. 387 1.4
Other .o ii i it eeiineen 963 3.6
Netherlands Indies .................. 1,409 2
Kenya and Ugands . ........cocvvnunn, 437 1.6
Madagascar ..........ccoieviiiainn, 373 1.4
Other Asia, Africa, Oceania.......... 1,486 5.5

The dozen countries specifically listed accounted for over
90 per cent of world exports. The “other” groups include 113
countries, colonies, or territories (including secondary export-
ers), only a few of which are of much importance. Ten Latin
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American countries, six African colonies, two secondary export-
ers (the United Kingdom and the Netherlands), and one Asiatic
calony-—19 countries in all—accounted for 96 per cent of the
world’s coffee exports. Both the volume and general direction
of this trade for the five years preceding the outbreak of World
War Il are shown graphically on the endsheet map.

COFFEE AND NATIONAL ECONOMIES

Persistent experimentation in Brazil with coffee-control
schemes* had a number of perhaps unforeseen results, not the
Jeast of which was the effect upon the economies of other Latin
American countries. Until slowed by the huge world surplus
and low coffee prices that prevailed throughout most of the
1930’s, coffee production and exports in countries growing the
better grades of mild coffee tended to expand rapidly. But in
the course of this expansion, coffee came to dominate more and
more the national economies of a number of Latin American
countries, Thus, they were left in a position highly vulnerable
to the changing fortunes of the coffee industry, and politico-
economic relationships both within and without were given new
or additional importance.

Coffee is one of the few commodities of world importance
today that continues to shape the economic life of more than half
a dozen nations. The vulnerability of countries largely de-
pendent upon a single export crop or raw material has been
demonstrated many times; hence, there has been a general tend-
ency for nations to attempt diversification in agriculiure and
industry. Still, El Salvador, Colombia, Guatemala, Nicaragua,
Haiti, Costa Rica, and Brazil remain primarily dependent upon
coffee exports for the exchange that will permit importations of
foreign-manufactured and semimanufactured goods. In addi-
tion, the British colony of Kenya in East Africa and Madagascar
have also been heavily dependent upon coffee exports.”

Despite tendencies toward diversification of exports in most
of these countries, and the drastic deflation of coffee prices from

4 See chapter x.

% During the period 1931-35 coffee accounted for 38 per cent of the aggregate value of
exports irom Kenya, but in later years the proportion decremsed considerably. Coffee con-
stituted approximately 32 per cent of the value of all exports from Madagascar in 1938.
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the 1929 level,® coffee has continued to account for 30-90 per
cent of the total value of all exports. This is indicated by the
following tabulation in which coffee exports are expressed as
a percentage of the total value of all exports:

Country 1931-35
1929 Average 1838 1939
{

Brazil.. ...t i i e, 71.0 | 65.9 | 45.¢  40.0
COOMBIR o 1o eeee e s0.5 | es.8 | 11| {32
Costa RiCAB c.viivirisiaar e vranrranrens 62.1 | 66.7 | 48.7 | 51.1
Guatemala.. ... .o iieriiiriiiieainnn. 76.6 | 71.5 | 61.8 | 56.3
Hadtl oo e e 77.1 70.6 | 49.9 | 51.5
IO} o0 1 A M.3 48.5 {ggg. {gé:?.
El Salvador . ...t iiinnannnns az2.6 | 93.5 86.9 { 83.7

* Caleulated by excluding exports of gold. In other imstances gold movements were of
slight consequence. ’

The contrast of most significance is between Brazil and Colom-
bia. Coffee production and exports increased during the 1930’s
in Colombia and declined in Brazil. Colombian coffee prices
were also better sustained than Brazilian." The struggle with
the coffee problem in Brazil and the rise in importance of other
export crops, such as cotton, are reflected in the fall in value of
coffee exports from 71 per cent of the total in 1929 to 45 per
cent in 1938 and 30 per cent in 1941. The dependence of Co-
lombia on coffee, on the other hand, has remained considerably
greater.®

8 Colfee prices in the late 1930%s were at a level less than half that prevailing in 1929.
The decline over a decade was greater than that for any other commodity of world importance.
The following figures, taken from the League of Nations, Review of Forld Trade, 1938, 1939,
II. A. 1l (Geneva, 1939), p. 13, show the percentage decline in average gold export prices
for a number of commodities between 1929 and 1938: coffec (Brazil), 80; raw silk (Japan),
79; cotten (United States), 71; copper {United States), 67; wool (Argentina), 65: sugar
{Czechoslovakia}, 64; rubber (British Malaya)}, 59; wheat {United States), 57; tin (British
Malaya), 47; and tea (Ceylon), 46 per cent. But coffee prices in 1929 were abnormally high
and were artificially supported by Brazil, so that when the deflation came they had a greater
distance to fall. See pp. 157-60.

7 Chert 9, p. 145.

8 After 1933, exports of gold from Colombis rose spectacularly, but even if gold is in-
cloded ip the value of all exporis, coffee continues to account for almost half the total
(47.3 per cent in 1941). In 1929 gold exports accounted for only 4.1 per cent of the total
value of all exports; since 1939 they have been more imporiant than petrolenm exports and
about half as importsnt es coffee, as indicated below (data in million pesos) ;

Commodity 1938 1939 1940 1941
Coffee ................ 85.8 87.1 74.0 83.3
Gold .............0.. 13.8 4.6 41.8

42.6
Peteoleum ............ 37.2 320 .0 H0.5
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Over a longer period, the indirect effects of Brazilian coffee
policy on the world situation and the economy of Colombia and
other Latin American countries is clear. For example, in 1915
coffee accounted for about 45 per cent of the total value of Co-
lombian exports; by 1939 the proportion had risen to 64 per
cent of merchandise exports and 49 per cent of all exports (in-
cluding gold). Similarly, coffee exports constituted 78 per cent
of the total value of export trade of El Salvador in 1912 and
84 per cent in 1939, while the figures were 35 and 51 per cent
for Costa Rica for the years 1913 and 1939 respectively.’ In
some other Central American countries, the importance of coffee
has tended to decline. For example, coffee accounted for 55 per
cent of the total value of Nicaraguan exports during the period
1911-15, and thereafter rose in importance; but in the 1930’s,
slong with bananas and woods, it became less important, as
gold and cotton exports expanded. If it had not been for the
expansion of gold exports, however, from about 4 per cent of
the total in 1929 to 42 per cent in 1939, coffee would have had
approximately the same importance that it had in 1913 and in
1929. Similarly, Guatemala has become less dependent upon
coffee during the past decade or so; exports of bananas and
chicle increased in importance while coffee declined.

The Latin American countries with a high degree of depend-
ence upon coffee exports are in a singular position. Other cof-
fee-producing countries are more important factors in the world
coffee trade than some of those listed; but in the total trade of
these other countries coffee is only one of many export items, and
therefore of relatively minor importance.’® The changing for-
tunes of the coffee industry have much less effect upon coun-
tries so situated. Still other countries or colonies in different

9 Gold exports alse became of some importance in these countries during the 1939's but

not enough to create serious distortion in the figures, as in the case of Colombia and
Nicaragua.

10 The Netherlands Indies normally exports more coffee than E} Salvador; but rubber,
petroleum, copra, sugar, tea, tin, tobacco, and similar products loom far larger in the Nether-
lands Indies totals, and the value of cofiee exports is only about 3 per cent of the aggregate.
Yenezuela exports more coffee than Guatemala; but the value of experts of petroleum and
derivatives far overshadows everything else, amounting to 93.3 per cent of the total in 1938.
In 1929, however, prior to the expansion in petroleum exports, coffee accounted for 17.2
per cent of the total. Mexico exports more coffee than Haiti, but these exports accounted for
only 3.1 per cent of the total value of Mexican exports in 1938. Products of mines and
petrolcum loom largest in Mexico’s export trade.
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parts of the world—usually poorly developed economically—
are also heavily dependent upon a single export erop. What-
ever the crop grown, a restriction of export opportunities has
profound effects upon the domestic economy. The political re-
percussions, however, are ordinarily less pronounced, because
most of these countries happen to be located somewhat off the
main economic and political currents.’

All of the Central and South American countries in which
coffee is of first importance economically are within the zone
of the United States vital interests focusing on the Panama
Canal. The two leading coffee-producing and exporting coun-
tries of the world depend more upon the United States market
than all others combined. The third coffee producer and ex-
porter of the Western Hemisphere, El Salvador, not only “lives”
very largely on coffee, but almost all of her exports to the United
States are coffee. In short, coffee plays a part in the exports of
at least 15 Lalin American countries and a dominating role in
seven, and is by far the most important single commodity im-
ported into the United States {rom all of Latin America.”

11 Thuiland, French Indo.Chine, sand Burma, for example, live largely on exports of
rice, the basic food of the Orient; but only Thailand was an independent country befors
World War IT, and was considered of little political importance to these controlling strategic
spheres of nfluence. Similarly, the bananas of Jaroaica, the cocoa of the Gold Coast, and the
sugar of Mauritius, dominate the exports and economic life of these colonies but have small
significance elsewhere.

12 The five major imports (by value) from Latin America into the United States in 1939
were coffee, cane sugar, copper, banapas, and crude petrolenm and eemifinished oils. The
war changed the composition nf imports somewhat, eliminating hansnas from the list of the
first five, and adding raw wool after petroleum and semifinished oils.



CHAPTER IIi

COFFEE QUALITY AND CHARACTERISTICS

Coffee is by no means a homogeneous commodity. Although
a beverage may be made from any coffee, in the commercial
coffee world the product sold to the ultimate consumer is usually
a blend. Blending is necessary to produce a desired flavor
result in the cup, for the characteristics of different coffees vary
widely and are best harmonized in this manner. Coffees differ
in inherent characteristics and are further differentiated on a
quality basis by the prominence of such characteristics, The
character of the raw product depends in part upon variety and
climatic and soil conditions, and in part upon cultural practices
and methods of preparation for market. The character of the
prepared beverage not only depends upon the character of the
raw product used, but also upon the techniques employed in
roasting and brewing. Thus, some of the factors affecting cof-
fee quality are controllable, while others are not; but all bear
on the industry’s problems of production, influence consump-
tion, and are reflected in coffee prices.

The most marked strides in the development of coffee as a
beverage have been made in roasting and blending, packaging,
and especially in brewing. In general, it may be said that con-
sumption has been stimulated more by progress in preparing
green coffee for final consumption than by improvement of the
raw product itself. Coffeegrowing has not been influenced in
any spectacular fashion by the progress of agricultural science.
Yields of coffee, unlike those of rubber, sugar, and some other
plantation crops, have not increased appreciably as the result
of improvement in varieties by selection and breeding, or by
better cultural techniques. In preparation for market, some
progress has been made. The methods employed in preparing
coffee for market influence appraisals of quality. So-called
“washed” coffees, for example, are generally more highly re-
garded than unwashed coffees. Every factor that affects the
character of the final product helps to determine the satisfac-

25
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tion to be derived from coffee drinking, and thus influences the
level of coffee consumption.

BRANDS AND BLENDS

Consumers the world over are the final judges of coffee
quality. Although the trade may exercise an important influence
in educating consumer tastes, the satisfaction derived from
drinking coffee is purely an individual matter. Nowadays the
consumer’s problem is relatively simple: coffee quality is largely
a matter of finding a brand of coffee that satisfies the taste and
is, at the same time, convenient to purchase and use, and avail-
able at a price that can be aflorded.

Most coffee sold at retail to consumers is identified in some
fashion by a roaster’s or distributor’s brand name. Identifica-
tion is commonly effected through the package or container in
which the coffee is sold. Branding constitutes the coffee mer-
chant’s chief means of ensuring that his promotional sales ef-
forts will benefit his own business to the exclusion of competi-
tors. The broad objective of all merchandising effort is to fix
in the consumer’s mind a definite association between satisfac-
tion from coffee drinking and a particular brand of coffee.

Almost all brands of coffee are blends of different kinds of
coffee; relatively few consist of a single type. Coffee is not just
coffee, either to the trade or to most consumers. Consumer dis-
tinctions between coffees may be based upon taste preferences,
and purchases may be motivated by habit, convenience, price,
and other considerations. The trade, however, must translate
taste distinctions into kinds and proportions of coffees in a blend
necessary to produce a given result in the cup. Some coffees
are characteristically strong in flavor, some are mild, some
have a finer aroma than others, some have a better appearance,
and so on. All of these characteristics are described by a trade
jargon that helps to identify any particular lot of coffee as to
its commercial utility,' and therefore more or less establishes

a value for it in relation to all other kinds and grades of
coffee.

LIn describing coffee flavor such terms as “birter,” “mild,” “astringent,” “harsh,”
“mellow,” “'pungent,” “acutral,” “dry,” and “rancid” are used. Such terms as “strictly
W o g e P .
soft,”” “soft,” “hard,” and “Rioy” are also used in describing Braziliap coffees.
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SPECIES, VARIETIES, AND TYPES

A large number of different kinds of coffee enter the United
States, and innumerable grades find their way into the blends
that are sold under a wide assortment of brand names. Most
of the world’s coffee—probably more than 90 per cent of all
coffee consumed—is of the arabica species. Of some two dozen
others, only robusta and liberica are of any commereial impor-
tance. There are numerous varieties within the different species
of Coffea, and the characteristics of these varieties are different
when they are grown under the different conditions prevailing
in the numerous coffee-growing regions of the world. Hence, the
relatively large number of different kinds or types of coffee bear
names usually associated with the place grown or port of export.

The three main species-of coffee differ not only in appear-
ance, resistance to disease, and place grown, but, most impor-
tant, in flavor. Arabice, by far the most important commercially,
is grown in nearly all of the Western Hemisphere as well as in
parts of Africa and Asia (Ethiopia, Kenya, Arabia, and to some
extent in the Netherlands Indies), usually at elevations of 2,000—
5,000 feet. Robusta and liberica, both cultivated for the first
time in relatively recent decades because of their resistance to
disease and pests, are grown mostly in low, hot country (2,000
feet down to sea level), where arabica does not thrive.* Over
90 per cent of the production of the Netherlands Indies is now
of robusta.

Coffea arabica is a rather small evergreen tree or shrub,
indigenous to Abyssinia or Arabia, which seldom exceeds 20
feet in height when full grown. In Brazil, where coffee trees
are more numerous than in any other part of the world, the
average height attained is about 8-10 feet. Each tree flowers
three or four times during a year, but in that country the Sep-
tember—QOctober flowerings are most important as the berries
mature at the most favorable time for harvesting. The small

2 Robusra has a rather neutral, flat taste and is used chiefly es a filler in cheaper coffees.
Liberica coffec tends to be a small-holder’s crop, and is usually found in countries with a
limited labor supply. The berries of liberica varieties do not fall from the tree when ripe,
and hence may be left for picking when desired. This is an advantage when extra help for

harvesting is not readily evailable. Both sobusta and liberice must compete in the world
market with the lower-grade coffees of Brazil and other countries.



28 THE WORLD COFFEE ECONOMY

and very fragrant white blossoms create an impressive picture,
which is, however, short-lived. Under favorable conditions cof-
fee trees blossom and bear fruit simultaneously, different parts
of the same branch having flowers, green fruit, and ripe fruit at
the same time. This is not so common in higher and drier re-
gions (Costa Rica and Guatemala, for example) where there
tends 1o be only one blossoming season.

The fruit of the coffee tree resembles an ordinary cherry,
and assumes a dark red color as it ripens, about seven months
after blossoming. Beneath the skin of the berry is a yellowish
pulp in which two seeds are imbedded, the seeds themselves being
enclosed in a thin, parchmentlike endocarp. These semitrans-
Iucent greenish or bluish seeds are the raw coffee beans of com-
merce. They tend to be rounded and oval-shaped on one side
and flat on the other, the hard flat surfaces of the two beans being
laid against each other, as the berry grows.’ In preparation for
market, the coffee berry is processed by drying or washing so that
the beans become free of their outer covering. After drying,
cleaning, and grading, the raw or green beans are bagged for
shipment overseas to consuming centers. There the green beans
are in turn roasted, usually ground, and packaged for distribu-
tion to ultimate consumers.

Although most coffees grown in the Western Hemisphere are
arabica, the trade makes a broad distinction between coffees
produced in Brazil and all other coffees. The terms “Brazils”
and “milds” are commonly used, though such a general classi-
fication is somewhat inaccurate. All coffees grown in Latin
America outside of Brazil and all coffees grown in the Eastern
Hemisphere, regardless of species or variety, fall into the “mild”
category under this broad classification.

Coffees are also described as “hard” or “soft.” In Brazil
the hard flavor characteristic is associated with most coffees
grown in the vicinity of Rio de Janeiro and Victoria, and the
soft characteristic with coffees grown mostly in the premier

3 For a mare precise and detziled description of the coffee plant and its fruit, see Ukers,
Al ‘afmut Cefee, pp. 269-91. This is a bulky but interesting volume containing muck infor-
mation on ihe historical, techuical, scientific, and commercial aspects of coffee. Unfortu-
zately, it is not adequately indexed. On the botany of coffee, see also R. H. Cheney, Coffee:
A Monogruph of the Economic Species of the Genus Coffea L (New York, 1925), Part 1.
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coffee-producing state of Sdo Paulo and exported through the
port of Santos.

Further distinctions are made within each of these cate-
gories. The soft Santos coffees are generally considered the
best grown in Brazil. As a group, they are the ordinary or
medium-quality and medium-priced coffees of world commerce.
They are mellow and somewhat sweetish, in contrast with the
more acid coffees known as milds. Sio Paulo coffee, and much
of that grown in Minas Geraes, has the soft-flavor characteristic.
Coffees shipped from Santos, regardless of their origin, are us-
ually known as Santos coffees, and *“Santos coffee” has come
to mean, generally, soft coffee. Of the Santos coffees the best
is that known in the trade as “Bourbon,” obtained from the first
few harvests from trees grown originally from “Mocha” seed.
After the trees have borne for a few years, the fruit changes form
and flavor characteristics. The berries from the same tree are
then sold under the name of “Flat Bean Santos.” Bourbon Santos
is considered the most satisfactory low-cost blending coffee, as
it can be used with most higher-priced milds to reduce the cost
of the blend and still iImpart the characteristic flavor desired by
the average consumer. Another Santos coffee, termed “Harsh
Santos,” commands a lower price and sometimes has charac-
teristics of the hard Rio coffees.

Of the hard coffees, those produced in Brazil are the low-
quality and low-priced coffees of commercial importance. The
varieties of robusta and liberica, which also belong to this group,
are grown on a much smaller scale, mainly in the Eastern Hemi-
sphere. Hard Brazilian coffees have a very penetrating flavor.
A small proportion of such coffees will alter the character of a
large lot of soft coffee. The cheaper Rios and Victorias are not
much in demand in quality coffee markets or even in mass
coffee markets such as the United States. The trade description
of a hard flavor is that it has a peculiarly rank characteristic.

Before the turn of the century Rio de Janeiro was the world’s
largest coffee-exporting city. It relinquished its leadership to
Santos about 1901. When Brazilian exports consisted far more
largely of hard coffees, the trade distinction between Brazils
and milds became established. It has continued, but the com-
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parisons implied are less significant today, because hard Bra-
zilian coflees are relatively unimportant in the world’s leading
markets. There are some, however, who contend that certain
consumers “‘wish and expect to find in coffee the ‘Rio’ taste.”
Regray believes that coffees exported from Rio, Victoria, Bahia,
and Pernambuco have a particular clientele in the Mediterra-
nean Basin (Morocco, Algeria, Tunisia, Egypt, Turkey, and the
Balkans) as well as in certain regions of northern France, Bel-
gium, Germany, and the United States.*

Brazilian authorities now maintain that the so-called “Rio
flavor™ is “not due to any peculiarity of the soil or climate, but
is merely the result of an easily preventable fermentation; so
much so, that coffee entirely free irom ‘Rio flavor’ has been ob-
tained with adoption of simple and inexpensive measures de-
signed to prevent such fermentation.” However, the Departa-
mento Nacional do Café also states: “Rio coffee has a peculiar,
rank flavor and a heavy, harsh taste which traders in the United
States do not favor, either straight or in blends. However, its
low price recommends it to some packers for their cheapest
blends.”® Independent investigations carried out in Costa Rica
are said to have confirmed that the “Rio flavor™ is not due to the
nature of the soil, and that it is possible to produce soft coffees
in regions hitherto well known for harsh coffees.” Considerably
more than half of Brazil’s coffee production falls into the “ordi-
nary” class, but a small part compares with growths produced in
other countries whose coffees are classed as mild.

So-called mild coffees have none of the rankness of Rio cof-
fee; they are distinctly strong and acidic in the desirable sense,
usually possess a much finer aroma and appearance, and go
further in the cup.” They bring a better price than either hard

4 Léon Regray, Brésil-Café, 1934, quoted in W. Bally, “Recent Efforts for the Improve.
ment of Drazilian Coffee,” Jnternationa! Review of Agriculture, Jenvary 1937, XXVIII,
15T). Something very similar to the so-called Rio flaver is also found in coffees grown
under less {avorable cunditions in the mild-producing countries,

5 Brazil Coffee in Word and Picture {Rio de Janeiro, n.d.), p. 28; see also Baslly, op. cit.,
Pp. 1321T.

¢ Bally, op. cir., pp. 17, 20 T.

T Compared with Santos cofiee, for example, good-grade Colombians not only give more
slren_g:h. better F]avm- #nd aroma in the cup, but produce about a fourth more liquor. ‘The
caffeine content is very high, always higher than other coffiecs, and varies from 1,12 per cent

in Boyscas to 3 per cemt in Medellins. Intermational Instituie of Agricolture, Cofiee in
1931 and 1932 (Rome, 1934}, p. 138.
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or soft Brazils. Of the world’s coffee supply, the high-quality

portion consists of the mild varieties of arabica produced in
Colombia and other Central and South American countries, plus
the smaller output of Arabian coffee and some of the produce
of African colonies such as Kenya.

Among coffees classed as milds, the variations in character-
istics are even more marked than those found among Brazilian
coffees. Although Colombia is the chief producer of high-qual-
ity mild coffees, other countries grow as fine or finer coffees, but
since the output of these countries is not large, only a relatively
small number of coffee brands contain the finest coffees obtain.
able. For a long time Mocha coffee from Arabia has been re-
garded as best, but very little is available. The British regard
certain coffees from their colonies as the best obtainable. Some
coffee interests in the United States consider high-aliitude
growths from Costa Rica or Guatemala to be the best, while
others prefer the Medellins of Colombia or the local produce of
other countries when available commercially. Most Latin Amer-
icans consider particular coffees grown in their own countries as
superior to all others. But the output of many countries classed
as producers of milds is not highly regarded in foreign markets,
though the supply available for export is usually so small that
a market somewhere in the world is readily found in normal
times. Some coffees, like Mocha or Kona from Hawaii, com-
mand premium prices parily because of their limited supply
and “romance appeal.”

Mild coffees are identified not only by country of growth
but also by region within the country or by port of shipment,
just as Brazils are similarly identified. Thus, for example,
Colombian coffees are known as “Medellins,” “Manizales,”
“Bogotids,” “Bucaramangas,” and so on. In this case, the type
name is indicative of a quality ranking. In other cases involving
smaller countries, some kind of a grading system tends to dis-
place regional designations, and coffees may be known by the
country of production plus specifications such as “high-grown,”
“washed,” “naturals,” “hard-berry.” However, the most impor-
tant coffees in world commerce are identified both by region
and by grade. The coffee trade thus concerns itself not only
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with a great number of different kinds® of coffee but with a far
greater number of grades.

CUP QUALITY AND BLENDING

The price the consumer pays for a pound of coffee is a rough
measure of the quality of coflees that go into the blend. Each
kind of coffee has its distinguishing characteristics, and each
lot commands a price that depends upon its value to importers,
roasters, and distributors. But commercial grade may have little
or nothing to do with the cup or drinking quality of a cofiee,
for grading is based on such factors as size of bean, and the
number of defects and impurities.” Thus, a coffee classified as
well up the grading scale may have poorer drinking qualities
than one further down the scale. Important factors affecting
coffee quality, in addition to bean size and imperfections, are
soil, altitude, and care in drying and preparation. Before the
turn of the century most coffees imported into the United States
were appraised largely upon the appearance of the green or
roasted bean. Coffee can be graded for such characteristics
but not for taste or cup quality. It is therefore necessary, and
is standard practice today, for both buyers and sellers to employ
a cup fest to determine the merits of particular lots of coffee.

The composition of any given blend (brand) of coffee is
usually a closely guarded trade secret. It is apparent, however,
that the coffee merchant has considerable latitude in varying his
formula as conditions dictate.”” Changing price differentials
between coffee types or grades may require changes in the
formula from time to time. Generally, such changes will be

& See Ukers, All about Coffee, pp. 212-32, for a listing of the principal kinds of coffee

grown in the world 1ogether with their trade values and cup characteristics.
9 See pp. 43-H.

10 Although some brands consist of a single type of coffee, perhaps with different pro-
portions of grades within the type, most are blends of two or more types with perhaps several
more grades. Ukers (op. cir., pp. 251-52) gives a few examples of the composition of blends
found in the United States. Low-priced blends may be 50 per cent washed Robustas and
50 per cent Colombian Consumos, or half Santos 6's and half Colombian Consumos. Medium-
priced blends may be hall medium-grade Bourbon Sanios 4's and half Colombian Girardots,
ar onethird medium-grade Bourhon Santos 4's, one-third Colombian Copsumos, and one-
third Chcuta Marseaibos. First-guslity blends may be 40 per cent high-grade Bourbon
Santos and 60 per cent Colombian Medellins; or 40 per cent high-grade Bourbon Santos,
40 per cent Colombian Medellins, and 20 per cent old-crop washed Maracaibos. Highest-
priced blends may copsist of one-third Colombian Medellins, one-third old-crop washed
Maruacaibos, aad one-third acid Mexicans, or two-thirds fancy Arnkolas and one-third Mochss.
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undertaken for the purpose of adjusting cost factors without
creating any noticeable change in the cup quality of the blend.
Cup testing, performed by expert cofiee tasters, is essential to
arriving at just the right combination of coffee and of roasting
and grinding techniques necessary to produce the desired resuli
in the cup.

Despite the wide variety of coffees available, the coffee mer-
chant sometimes finds it difficult to maintain a blend formula
from year to year. Changing price differentials between types
or grades of coffee are a reflection of numerous influences.
Standard good brands of coffee in the United States are a blend
of 1540 per cent of mild Colombian or Central American cof-
fees with good Brazilian coffees. High-quality brands are blends
of milds and may contain no_Brazilian coffee, while the cheap-
est coffees may consist entirely of Brazils. Except for Colom-
bians, the supplies of other mild coffees are relatively small;
yet the variations in characteristics important to the blender
are greater than those among Brazilian coffees. Hence, when
weather or conditions of preparation vary enough to affect the
quality of the season’s output, the merchant using certain Central
American coffees in his blend may find it necessary to shift to a
different type and supply source because of the limited quan-
tities of high-quality blending coflees available during a par-
ticular season. The buyer of Brazilian coffees, on the other
hand, may find it feasible merely to shift to another grade of
coffee from the same supply source.

Since the milds in any blend of coffee are chiefly responsible
for the body, flavor, and aroma of a brand, it is especially im.
portant to the coffee merchant that the premium coffees for
blending with ordinary grades be available in the desired quan-
tities and at prices that permit him to keep his over-ail blend
cost at or near a predetermined figure. When a short supply of
the necessary blending coffees or an abnormal demand forces
the price upward, the coffee roaster first seeks alternatives in
coffees of similar characteristics. Failing in this, he must make
the closest approach possible under conditions of prevailing
price differentials. This usually means altering the proportions
of the various coffees used in the blend.
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In practice, the cofiee merchant’s formula for an established
brand is never rigidly fixed. The changes in blend composition
necessitated by variations in availability and price of blending
coffees has little short-term significance except to the merchant.
Over longer periods, however, cyclical changes in supply and
prices induce significant modifications in consumption. If the
changes in blend composition were sudden rather than gradual,
the consumer might be able to detect differences in his favorite
brand. The favorable or unfavorable effects upon the demand
for one brand have limited significance to the coffee industry as
a whole, But a general tendency in important consuming mar-
kets for coffee merchants to use better-quality or poorer-quality
coffees because of price considerations does have an undeniable
influence upon comsumption habits and hence upon demand
and international trade.

Roasting, blending, and grinding techniques should impart
additional values to the green coffee available. Methods of
packaging and merchandising should maintain those values in
the product that reaches the ultimate consumer. Unfortunately,
processing sometimes detracts from the qualities inherent in
the green coffee, and distribution methods fail at times to pre-
serve freshness in the roasted product. When this happens, all
the care in growing and preparing green coffee for market is
wasted. But even when all of the factors affecting coffee qual-
ity, from seed on the plantation to the package on the retailer’s
shelf, are under control, and when the best possible product is
available to the consumer, there is no assurance that the quality
of the prepared beverage likewise will be high. If the con-
sumer cannot brew a good cup of coffee, the coffee industry has
failed in its job of demand creation. So important is this aspect
of the subject that it is considered separately in chapter vi.



CHAPTER IV

CULTIVATION AND PREPARATION FOR MARKET

Coffee is grown in many parts of the tropics and subtropics
and even on the fringes of the Temperate Zone. All species
require a warm, moist cliniate, frost free with abundant rainfall.
Coffea arabica, however, is less able to withstand extremes of
climate than some of the more rugged species. It tends to be a
typical highland crop, grown at altitudes from 2,000 to 5,000
feet or more, the upper limit being set by Iow temperatures and
transportation dificulties. Nevertheless, so many regions found
between 25° N. and 30° S. latitude possess the requisite condi-
tions of heat and humidity, as well as rich, well-drained soil,
that there appears to be abundant scope for expansion of the
world coffee output.

The mild erabica coffees produced outmde Brazil tend to
be high-grown and washed. In general, crops produced at the
higher altitudes and prepared for market by the “wet” method
have the best quality. Although the cofiee tree requires a hot
climate, it does not need the full intensity of the sun. Perma-
nent shading is practiced in many tropical growing regions,
especially at the lower altitudes. Such protection is ordinarily
provided by planting other trees alongside or between rows of
coffee.

Sio Paulo, the Brazilian state that leads the world in coffee
production, lies partly in the Temperate Zone. Average eleva-
tion of the coffee districts is between 1,500 and 3,000 feet above
sea level. Shading is not considered necessary. In contrast,
the coffee regions of mild-producing Colombia are found at
altitudes between 3,000 and 6,500 feet. Shading is customary
except at the high altitudes, the guama and several types of
acacia trees commonly being used for this purpose. Colombian
coffees are mostly washed, whereas Brazilian are largely un-
washed, prepared for market by the “dry” method. Similar,
but less striking, contrasts are to be found within the smaller
producing countries or colonies.

35
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RAINFALL, TEMPERATURE, AND SOIL REQUIREMENTS

Coflee is grown in parts of Brazil with as little as 40 inches
of rain annually, and in other parts of the world with as much
as 120 inches. The important consideration is distribution.
Generous, regular rain, followed by a strong sum, is desirable
while the berries are maturing. At harvest time, and thereafter
during preparation for market, dry weather is best. An annual
precipitation of less than about 40 inches necessitates irriga-
tion, as in Arabia and Ethiopia, whereas over 120 inches usually
indicates the lack of a dry season. Average annual rainfall in
the principal coffee-growing regions of Brazil is about 59 inches;
in Central America it is somewhat higher (about 70 inches).

Most coffee is grown where the annual average temperature
range is between 63° F. and 77° F., but the ideal range is said
to be 65° F. to 75° F., or as close to 68° F. (20° C.) as possible.
Temperatures as low as 59° F. and as high as 86° F. (15°-
30° C.) are not prohibitive but do not permit the best devel-
opment of the berries.

The interaction of high temperature with other conditions, particularly
high humidity, sets the equatorial limit of coffee preduction in tropical
regions the world over, where rainfall is adequate, at the 27° C. (80.5° F.}
isotherm for the warmest month of the year . . . . The cold limit for coffee
production corresponds most closely with the 13° C. (55° F.) isotherm for

the coldest month. In some lands, like Brazil, this approaches the annual

isotherm of 20° C. (68" F.), whu::h does not hold goed for conditions in a
number of other countries

Coffea arabica is tolerant neither of frost nor of drought.
Frost “scares” are a common occurrence in Brazil, especially
in Sao Paulo, southern Minas Geraes, and Parani, but appar-
ently only in a few years (1850, 1870, 1886, 1902, and 1918)
was damage to the trees really severe. The worst frost since 1918
occurred in 1940, inflicting considerable damage to trees in Sdo
Paulo and Parani. Comparatively rare though they are, cold
winds and frosts, lasting only a few hours, have had an important
direct influence on the fortunes of the coffee industry in Brazil,
and indirectly on the world coffee situation.

1 Olof Jonasson, “Natural Conditions for Cofiee Culiure,” Economic Ceography, Orc-
tober 1933, 1X, 359-60.
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Since rainfall is perhaps the most important climatic factor
in coffee production, dry spells, especially during flowering or
while the crop is maturing, are likewise to be feared because of
their damaging effects on the crop. The drought that occurred
in the state of S3o Paulo in 1940-41 was characterized officially
as “one of the most calamitous of any in the memory of man
in that region.”

The coffee tree makes exacting demands upon the soil; yet
“po conclusions or generalizations can safely be made regard-
ing the soil requirements of coffee in various producing re-
gions.”” A deep, porous, and permeable soil, and a rich mix-
ture of disintegrated volcanic rock and decomposed mold, ap-
pears most nearly to satisfy the plant’s requirements. In Brazil,
best results are obtained from growths on the reddish, clayey
soil of volcanic origin known as terra roxa. Some of the best
coffee lands of Colombia, Central America and Mexico, Java
and Sumatra are found in regions with rich loamy soils of vol-
canic origin.

Rich, moist soil produces a large yield but no quality. Dry uplands pro-
duce better quality but inferior style and small berries, Coffee grown on
lower ground, even at almost sea level, often has good appearance, with
larger and more regularly formed berties. Such coffee is often of good
strength, but very lacking in flaver and aroma, and will net class as high
grade, Higher ground, that from three to five thousand feet, usually produces

high grade coffees, such ground being usnally rable lands or “benches,” and
sometimes steep mountain slopes.*

Other natural conditions also influence coffee culture. Roll-
ing land or hills are better than valleys as sites for plantations,
for they avoid too much sun exposure and facilitate drainage.
Ample running water is a great advantage and is necessary for
the wet method of removing the coffee beans from the harvested
berries. The absence of strong winds is another advantage.
Shelters or windbreaks must be provided in many areas 1o pro-
tect the trees during the blossoming and maturing period.

2], F. Guedes, Brazil Coffee in 1941 (Report submitted on April 30, 1942 10 the Ad-
visory Council of the National Cofice Department by its President, Rio de Janeire, 1942),
p- 45.

3 Jonasson, op. cif., p. 362.

4 F._N. Foot, Coffee the Beverage (New York, 1925), p. 48.
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METHODS OF CULTIVATION"

Coffee plants are usually grown from seed either in the posi-
tion they are to occupy as producing trees or in seedbeds for
later transplanting. When seeds are planted “at stake,” i.e., in
the position they are to occupy permanently, as is commonly
done in Brazil where the plantations are large, several are sown
to a hill, and the hills may be anywhere from 6 to 14 feet apart.
Usually all but the strongest plants are removed after germina-
tion. In this case, one hill (two to four trees) may be known as
one coffee tree for statistical purposes.” When seeds are sown
in a seedbed, as is the more common practice in Colombia and
Central American countries, the seedlings are usually trans-
planted to a nursery where they are allowed to grow for about
a vear, or until they are 1 to 1% feet high, before final trans-
planting to the plantation. In either case, some shading is nec-
essary for the young plants, and careful selection of seed to be
planted is of utmost importance in assuring successful propa-
gation.’

Coffee trees begin to bear within three to five years from
seed, but do not produce in commercial quantities until the
sixth to eighth year. Thereafter good yields of 1 to 3 pounds per
tree are secured until about the fifteenth year. With some excep-
tions, the productivity of the tree then begins to decline, and crops
usually become unprofitable before the close of the tree’s 30-
to 40-year productive cycle.® Yields per tree may range any-

b The practica) aspects of coffeegrowing are discussed in varions plantera” bandbooks or
manuals avgilable for most of the important coffee-growing countries, A few general ref-
erences on coffeegrowing in different parts of the world are: E. G. Windle, Modern Coffee
Planting {London, 1933); J. H. McDonald, Coffee Growing with Special Reference to East
Africa (London, 1930); Fréderic Martin, Le Caféier—Principes techniques et économiques
de la culture de cette plante (Paris, 1938); and République d’Haiti, Service National de la
Production Agricole et de 'Enseignement Rural Bull. 12, Le Café au Solvador et su Guate-
mate (Rapport sur un voyage d’études dans cen pays par M. Mounfils, agronome en chef, Port
au Prince, Haiti, 1938).

8 Such is the practice in Sdo Paulo. In Brazil three to six trees to s hole are “noe
rarity,” but In many counirics a single tree is planted te each hole.

7 In some places catch crops planted between rows of coffee provide the necessary shad-
ing. They also provide the farmer with sdditionsl food or income, bat catch crops tend to
deplete the soil and generally their planting is oot encouraged. During periods of depres-
sicn, however, tenants and unemployed laborers are sometimes forced to resort to inter-
planting. This occurred in Brazil in the early 1930’ on a considerable scale (p. 92).

& In Asiatic countries bearing begins earlier than in Brazil, crops are fully mature in
7-10 years, and the period of profitable production may be up to 30 years. Paying crops

have been obtained in Brazi) from trees 20-30 ycars old, but this spparently is not so
common.
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where from % to 8 pounds, depending upon variety, age,
weather, cultural practices, and so on.” A yield of 1-2 pounds
of dry coffee per tree is generally considered satisfactory. In
Brazil the average yield of cleaned cofiee per tree runs a little
over 1 pound, but individual trees occasionally yield as much
as 12 pounds eor even more.

If allowed to grow naturally, coffee trees may attain a
height as great as 40 feet, but often they are topped at anywhere
from 5 to 15 feet. Topping increases the bearing of the lateral
branches and also keeps the trees down within reach of the
pickers. Pruning is likewise considered desirable if the strength
of the tree is to be conserved for producing coflee rather than
for growing wood. Several systems of pruning are employed,
representing different ideas as to the most profitable practices
under given conditions. The three main ones are the single-stem
system (Kenya), the 4gobiada (plants are bent over and pegged
down when the tree is about one year old}, and the multiple-
stem (Costa Rica).' In Brazil, however, it is common only to
prune the useless sprouts, and little effort is made to keep trees
low for picking.

Aside from annual pruning, cultivation may be limited to
weeding. In Brazil weeding is done two to five times a year. The
extent of hoeing, plowing, fertilizing, and similar cultural prae-
tices depends not only upon local needs but upon the availahility
and cost of labor, equipment, and fertilizing materials. There
are wide differences of opinion on the appropriate choice and use
of manures, not only within but among the various coffee-pro-
ducing countries,

When trees have been planted on virgin seil, little fertilizer
is employed until they begin to bear. The older they become,
the more potash, nitrogen, and phosphoric acid are taken from
the soil and the greater is the need for restoring these elements
by the use of natural or commercial fertilizers. Decomposed
weeds, leaves, and prunings, leguminous plants, pulp from cof-
fee cleaning, natural manures, wood ashes, bone and fish meal,

¢ For a discussion of yiclds and the factors affecting them, see chapter viii.

10 For a description of esch practice, see International Institute of Agriculture, Coffee
in 1931 and 1932, pp. 167 ff.
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oil cake, and commercial fertilizers are all used. Chemical
fertilizers are gradually being introduced, especially in Brazil,
but in most coffee-growing regions manuring is limited to the
use of organic matter of animal or plant origin. Government
agronomists in Colombia favor the use of coffee pulp that is
otherwise wasted and presents a problem of disposal. Coffee
pulp is also used for manuring in Brazil and Java,

Cultivation practices differ in detail throughout the coffee-
growing areas of the world, but are quite similar within broad
regions in Central America, East Africa, and Brazil. Shading,
pruning, and manuring are all more common outside Brazil
than within. Favorable climatic conditions and natural soil fer-
tility have both contributed to the great development of the Bra-
zilian coffee industry, and only within relatively recent years
has artificial fertilization become really necessary in some re-
gions.

Probably the differences in methods involved in growing
different species of coffee are greater than are found in scattered
areas growing different varieties of the same species. Robusta
cultivation, for example, differs from erabica in methods of
spacing, shading, pruning, picking, and so on, since the trees
grow much taller, 26-50 feet as against less than half that size
for the arabica species. As noted earlier, robusta is also more
disease-resistant, and therefore its cultivation entails fewer meas-
ures to cope with a problem that growers must face in many
places where arabica is planted.

Usually the most annoying and destructive coffee pests and
diseases are insects and fungi. The coffee-bean borer (Stephano-
deres), found in Africa, Java, and Brazil as well as elsewhere,
is one of the worst." The fungus disease known as Ceylon-leaf
is more famous. First appearing in Ceylon in 1869, it is gen-
erally held responsible for the destruction of the coffee industry
there and in India, and later in most of Java and other south-

11 This insect, referred to in Brozil as “the coffee plaguc,” has been the cause of great
concern since 1923, Upon discovery of its spread, prompt action was taken to comtrol it,
but “the nature of the Stephanoderes is such that the pest can mever be climinnted entirely.
If untiring efforts are made to keep it down, it will not be a sericus handicap, althongh it is
praciically certain that it will gradually spread over the entire country.” W. G. McCreery
apd Mary L. Byoum, The Coffec Indusiry in Brazil (U.S. Dept. Comm,, Tr. Prom. Ser.,
No. 92, 1930), pp. 26-29.
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eastern Asiatic coffee-growing countries.”® Rats, birds, squirrels,
elephants, buffalo, and native cattle also do considerable damage
to the coffee crop in various parts of the world.

PREPARATION FOR MARKET

Care exercised in preparing harvested coffee for market is
one of the important factors affecting the quality of the product
that finally reaches the consumer. Coffee grown in a favorable
environment and cultivated diligently may lose much of its in-
herent value through poor preparation. This is recognized in
the trade by the price differentials that prevail between “washed”
and “unwashed” or “natural” coffees, according to whether they
are prepared by the so-called “wet” or “dry” method. Both
have as their purpose elimination of the soft, gummy material
that surrounds the coffee berry, either by drying it and scaling
it off or by washing and fermenting it until removed.

Wet and dry methods.—All cofiee was once prepared by
natural drying, and this is still the most common method in
Brazil and in those countries producing mild coffees where the
water supply is limited at harvest time. Given several weeks of
uninterruptedly clear, warm weather, the advantage of the dry
method is that berries of different degrees of ripeness can be
handled at the same time, but in different lots. This is an im-
portant consideration in Brazil, where harvesting is ordinarily
done by the fast, cheap method of stripping the whole tree re-
gardless of the maturity of the berries.”® It is not vital, however,
in countries like Colombia, where only the ripe berries are
picked at one time. When the dry method is employed, mixed
lots of overripe, ripe, and green berries are usually segregated
for separate treatment by dumping them into a tank of water
and then drawing off each kind at different levels.

12 J. H. McDonald discounts the idea that this disease, Hemileia vastatrix, was the sole
teason for the ruin of the coffee industry in Cevlon, Java, snd elsewhere. The real reasons
were financial stringency, bad cultivation, ignotssce, and plasters’ neglect of scientific
investigaiion. Describing the Ceylon-leaf disease as “the melaris of coffee,” McDonald holda
that it should lose its terror if common sense is applied and adequate control measures em-
ployed, McDonald, op. cit., pp. 7-22. This book contains two chapters on fungus discases
and insect pests (chapters v and vi) to which the reader desiring specific and deseriptive
mgterial is referred.

13 Ap the result of education, greater care than formerly is used in picking operations.
The Brarilians arc now tending w follow the practice common in mild-producing countries
of harvesting cnly the ripe berries without damaging the green ones or blosoms,
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In an effort to improve the quality of their product, Brazilian
growers have been encouraged by the government to use the
wet process. This seems to be in recognition of the superior
merits of washed coffee. The advantages appear to be sufficient
to justify the added cost of the washing and fermentation process.
Over 90 per cent of all coffee shipped from Colombia, Brazil’s
most important rival, is washed.

Preparation of coffee by the wet process requires special
equipment and an ample supply of water. Cleaning establish-
ments {beneficios) are commonly located on streams where also
it is an advantage to have falling water for power. Plantations
usually possess the financial resources for the rather extensive
equipment needed, but the small grower must depend upon
others, or resort to the sun-drying method. A shift away from
the dry method in Brazil will probably be slow, for the small
grower is naturally conservative, he lacks the resources for pulp-
ing equipment, and the shortage of labor during the harvest
season presents other difficulties.’

Pulping, fermenting, washing, and drying are the stages in
the wet process prior to hulling or milling. Fermentation is
probably the most critical step. First, most of the outer pulp
is removed from the berries by a pulping machine, and the re-
mainder loosened by the rubbing action of its rotating disks
or cylinders. The berries are then fed through a water channel
to the pulping machine and run into tanks where they are either
left in water or drained to a semi-dry condition for fermentation.

Fermentation must be controlled so that it is wholly alcoholic
and not acetic (vinegar-producing) ; otherwise, color of the beans
and quality are adversely affected by the acid action. Care must
therefore be exercised to wash off every trace of the mucilagi-
nous substance at the proper time. The berries are then spread
out on drying floors or trays, and stirred frequently until hard,
or are artificially dried until the parchment skin can be re-
moved by hulling or peeling. A comparatively new development
In equipment, apparently not yet widely adopted, is a machine
for pulping under high water pressure which wholly removes

i 141t hes been estimated that for one yesson or another 80 per cent of the coffees of
Sdo Paulo cannot be treated by the wet method. Bally, “Recent Eforts for 1he Improve-
ment of Brazilian Coffee,” [nternational Review of Agriculture, January 1937, XXVIIL, 20 T.
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the mucilaginous coating and thereby makes fermentation un-
necessary.

Hulling and polishing machines remove the parchment and
“silver skin” by abrasive action. This is done either on the
plantation, at the port of export, or sometimes—Ilike the final
milling and polishing of rice exported to Europe from south-
eastern Asia-—in the country of consumption. The advantage
of final treatment at the import market is the freshly-cleaned ap-
pearance imparted to the beans, but offsetting this is the addi-
tional shipping weight and expense involved. Practically all
coffee arriving in the United States is without parchment.

Coffee grading.——After hulling, the beans are graded for
size by means of sieves or screens, and then hand-sorted for re-
moval of defective or discolored beans. The care with which
grading is done has much bearing on the price the coffee will
bring in the market. Some producers of mild coffees, operating
on a small scale in scattered places, are especially handicapped
because they have difficulty in turning out a uniformly-graded
product over a period of time sufficient to establish a reputation,
and hence to command a more favorable market price {p. 96).
Much progress has been made over the years in grading; yet
the criteria for grading bave been little changed. It is impossible
to evaluate cup or drinking quality by any mechanical grading
system, but grading is an essential first step. Before the intro-
duction of cup-testing methods, grading had more influence in
establishing prices than it has today.

Coffee-grading systems differ appreciably from one produc-
ing country to another both in method and in effectiveness, but
their objective is always the same: to facilitate marketing and
thereby enhance the growers’ financial return. In Brazil, grade
is determined by the number of imperfections in an average
sample of given weight. The grades run from 1 to 8 or 9. The
No. 1 grade implies perfection, and is not found in commerce.
The best grade purchasable is No. 2, while the average grade of
coffees harvested in Sio Paulo is No. 5. The black bean com-
monly found in green coffees has been arbitrarily chosen as a
standard for expressing other imperfections. For example, one

15 The No. 2 grade allows for four imperfections per pound; the No. 5, for 45.
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defect (or one black bean) is equal to five broken beans, two
“floaters,” three shells, one husk, or one average-sized stone. In
other countries grading systems are either more or less elaborate.

Transportation and storage.—From interior growing centers,
green coffee is transported by muleback, boat, train, or truck to
the nearest shipping port, where it is stored in warehouses to
await loading and shipment overseas. Sometimes final cleaning,
polishing, grading, and resacking is done at the port. The con-
dition of coffee upon arrival at its foreign destination depends
largely upon proper stowing aboard ship. Because it is liable to
sweating, care must be taken that no metal touches the bags.
Ample air circulation during the voyage is necessary to assure
dryness of the cargo. If the coffee becomes wet, it must be given
special treatment at the receiving port, and this adds to the cost
of handling. No particular difficulty is encountered on the typ-
ical voyage from Brazil or Colombia to New York until the ship
leaves the warm Gulf Stream about three days from its destina-
tion. The sudden drop in temperature after many days of warm
weather and water may cause excessive sweating between decks.

Coffee is packed for overseas shipment usually in new jute
bags. The filled bag varies in weight from country to country
and sometimes within the country. Brazilian coffee is shipped
in bags of 60 kilograms net, or approximately 132 pounds.’* In
other countries the shipping unit is more commonly around
145-150 pounds. When statistics of production or trade are
presented in terms of bags, however, it is customary to use the
Brazilian 60-kilogram bag as the standard unit. Data expressed
otherwise are converted.

At the receiving port, newly-arrived green coffee goes into
jobbers’ or roasters’ warehouses to await distribution to outly-
ing markets where it is roasted, ground, and packaged for sale
to the ultimate consumer. The chief coffee-receiving ports and

16 For many years this epproximate figure in pounds was used by the trade and gov-
ernment agencies in statistical compilations. In the operation of the Inter-American Coffee
Agreemeni, however, more accuracy was desirable; hence n presidential exccutive order in
1941 established official conversion factors for use in administering quotas or imports of
coffee inta the United States, One bag of 60 kilograms of coffee is now considered equal to
its exact equivalent in pounds, or 132.276. By adoption of this conversion rate, 33,176 more

bags of cofiee are permitted entry into the United States under the basic quots of 15,900,000
bags of 60 kilograms,
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trading centers of the world are New York, New Orleans, and
San Francisco in the United States; and normally Havre, Ham-
burg, and Antwerp in Europe.

Roasting and packaging.—Roasting involves simply the ap-
lication of heat to the green beans, which are turned constantly
in a revolving container, but roasting is nevertheless a highly
specialized skill. In the process green coffee loses 12-20 per
cent of its weight, but increases in bulk by 30-50 per cent.’’
The roasting time varies with the kind and condition of the green
beans. Since most coflees purchased by consumers are blends,
this means that each constituent of the formula must be proc-
essed in just the right manner in order to maintain the over-all
character of the blend. Most roasted coffee sold in the United
States is ground and then packaged in vacuum tins, glass, or
paper bags, but some is sold in the roasted-bean form or ground
and packaged at the time of sale,”®

17 For purposes of administration of the Inter-American Coffee Agreement 1.2 pounde
of green coffee are considered the equivalent of 1 pound of roasted ceffee. This implies
an sverage shrinkage of 1634 per cent.

18 Divergent practices in merchandising coffee are discussed in conrection with the
demand for coffee (pp. 55-36, 80-84).



CHAPTER ¥V

DEMAND AND COFFEE CONSUMPTION

With only one important use, the demand for coffee has al-
ways heen considered as reflecting consumer wants for a special
type of beverage. Minor miscellaneous uses of coffee are mostly
derived from this demand and are related especially to flavor
characteristics. Potential uses in the industrial field are wholly
unrelated. Any demand that may be created for the use of coffee
in industry would possess characteristics entirely different from
those for coffee as a beverage. Aggregate demand for coffee
has been, and remains today, a composite of the demands of all
cofee drinkers and of all the varied factors that influence the
amount each consumes.

Because coffee drinking is generally a habit, it is common
to observe that moderate changes in price produce slight re-
sponses in consumption. The demand for coffee is thus con-
sidered to be quite inelastic. This is largely true of consumer
demand, especially over short periods, because habits are not
quickly changed. It is less true of the responsiveness of trade
demand over short periods, and of consumer demand over long
periods. The demand of the trade for raw coffee over longer
periods must, of course, reflect consumer demand for the bev-
erage. It is desirable to keep in mind the distinctions between
consumer and trade demand, and the differences in short- and
long-term effects of price variations on consumption,

TRADE DEMAND AND CONSUMPTION

While consumer demand for roasted coffee is fairly stable
and comparatively inelastic in respect to price, the commercial
demand for raw coffee is not; indeed the international move-
ment of the raw product is quite responsive to price changes.
This means in part that the trade tends to build up imported
stocks in periods of low price and to reduce them when prices
are high (Table 3). But it also means that abundance and low
prices stimulate the trade to embark on campaigns not merely

46
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to dispose of large stocks but to raise the level of public
demand.

TaBLE 3—Corrie ImporTs INTO THE UNITED STATES, VISIBLE SUPPLY,
AxD WroLESALE Prices, 1913-42*

Monthiy averages Average
{thousand bags of 66 kg.) price
Yesar Sentos No. 4
Visible New York
Imports suppiy (cents per Ib.)

2 538 1,835 13.2
D 638 1,576 11.5
1915. . ...00a00s et tiae e, 776 1,727 9.6
B 37 2,016 10.6
- 812 2,611 10.2
B < 664 1,851 12.1
190G e Teanan 844 1,213 24.8
W20 ...l e ieanraraieaane, 819 1,695 19.0
F L) 847 1,686 16.4
2 787 1,086 14.3
102 e e, 850 903 14.8
B 1 N 897 726 21.3
102 e e e e 810 737 24.5
1026 . o e e e e 943 779 22.3
2 205 759 I8.7
1928 . e et neaee s 9320 739 23.2
1929 ......... e r e traaeear e 936 724 221
1930 .. e 1,010 838 13.2
L 1,09% 1,320 8.7
1932 i 948 814 ! 10.7
1933 1 oeees e 1,001 828 i 9.3
1934 . 962 904 | 11.2
1035 e 1,108 799 8.9
1936 .. e 1,098 914 ‘ 9.5
1937 e 1.071 930 11.1
1938 e 1,255 763 7.8
R P 1,271 864 7.5
10 e 1,297 1,014 7.2
2 1,420 1,748 11.4
142 .o Lo | 8B 134

* U.5. Dept. Comm., Survey of Current Business, 1942 Supplement, p. 125; ibid., March
1943, p. §-27. Annuel prices are averages of weekly quotations, Visible supply hgures are
averages of stocks on hand at the end of each month, They do not include stocks afioat in
transit to the United Siates.

* Preliminary.

Except in countries imposing heavy duties and taxes on im-
ported coffee, the cost of the raw product is always the largest
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single item in the retail price paid by the consumer. The lower
green coffee prices are, the less effect changes in the green coffee
market will have on retail prices. Conversely, the higher the
price of green coffee and the larger the ratio it bears to the retail
price, the greater the influence of changes in green coffee prices.
Most of the expenses of transportation, storage, roasting, pack-
aging, and selling tend to remain more or less stable in relation
to the volume of coffee handled, regardless of its value. Thus,
if the cost of green coffee at the point of export in some foreign
country represents, say, 25 per cent of the retail roasted price
in the United States, green coffee prices could double, and the-
oretically this would result in only a 25 per cent increase in the
retail price. But if green coffee represents half the retail price,
doubling would result in a 50 per cent increase in price to the
consumer.

Expansion of per capita consumption in the United States
has undoubtedly heen promoted by trade efforts, sporadic though
they have generally been, when green coffee prices were low.
On the other hand, a high or rising price level for raw coffee
necessitates noticeable increases in retail prices and hence dis-
courages consumption. Under these circumstances, merchants
often adopt a policy of narrowing their margins in order to main-
tain their sales volume, but in doing so they reduce their pro-
motional efforts because of restricted profit possibilities.

The necessary data for showing short-term changes in coffee
consumption are not available, but changes over a period of a
few years can be easily inferred.” Some indication of changes in
coffee stocks may also be obtained from the data available on
“visible supplies” in the world and in specific countries. Al-

1 For an accurate current record of coffee consumption, data are needed on the move-
ment of coffee through distributive channels (deliveries by roasters to wholesalers, retailers,
and direct sales), plus information on stocks in the hands of the trade and consumers.
Household stocks of roasted coffee do not ordiparily amount 1o more than one- to three-
weeks’ supply, nor are the stocks of retailers osually very large. Roasters and wholesale
disiributors spparently carry a two- to four-months' supply of green coffee, depending upon
their appraisal of market conditions. These “invisible”™ atocks, under ordinary comditions,
are presumably not subject to wide variation, bat at times the variations may be important.
Data compiled by the New York Coffee and Sugar Exchange, Inc. provide information onm
“visible supplies” in the United States, which are mostly stocks in public warehouses and
piers in New York and New Orleans. The accuracy of these figures has been questioned
from time 10 time, but no other data sre available for earlier years, The first comprehensive

survey of green coffee mocks in the United States was made by the Census Bursau in 1941
(pp. 134-35).
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though visible supplies by no means accurately measure actual
stocks, they are probably an important market factor and are
the best indication available of changes in trade buying over a
period of years.

During World War I coffee stocks accumulated in the
United States, reaching peak proportions in 1917, when known
visible supplies here averaged approximately 2.6 million bags.
Prices were moderately low until the steep rise in 1919, when vis-
ibles were reduced to an average around 1.2 million bags.
As the depression and deflation of 1920-21 brought prices down
to low levels again, the trade built up stocks, as suggested by
an increase in United States visible supplies to 1.7 million bags.
The price recovery from the 1921 lows of 9 cents per pound (for
Santos 4’s in New York) to'around 15 cents in 1922-23 was
accompanied by a fresh drop in the visible supply to an aver-
age under a million bags. Thereafter, until 1931, as high coffee
prices prevailed between 1924 and 1929, and as hand-to-mouth
buying was in general vogue, visible stocks averaged only
.7 to .8 million bags.®* But the depression of the early 1930°s
again brought prices sharply lower (from 22-25 cents in 1929 to
8-9 cents in 1931), and the initial reaction of the trade is shown
by an increase in visible stocks from something over .7 million
bags in 1929 to 1.3 million bags in 1931. As the depression
continued, and excessive supplies persisted in producing coun-
tries, prices remained low. There was no incentive to build up
stocks until dictated by events of World War II (pp. 174 ff,,
198). The visible supply in the United States increased sharply
in 1940, while average cofiee prices reached the lowest level of
any year included in Table 3. Thereafter prices, imports, and
visibles all rose under the abnormal conditions that came to
prevail.

The two decades 1921-40 may arbitrarily be divided into
three periods: one of three years (1921-23) of readjustment
and of moderate green coffee prices; one of six years (1924-29)
of high prices; and one of eleven years of low prices. During
the period of high prices, little progress was made in indicated

2 11 was also the policy of the control authorities in Brazil to keep stocks within the coun-
try in so far as possible rather than aliow them to accumulate abroad (ses pp. 128-30, 142-44).
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per capita consumption in the United States, though from the
middle to the late 1920’s a strong demand for tropical prod-
ucts and other commodities and services accompanied high and
rising national income. The 1930’s witnessed several years
of severe decline in income followed by recovery, but steady
progress was made in the expansion of consumption with the
generally low green coffee prices that prevailed and the declin-
ing trend in retail prices of roasted coffee. The significant
changes during the two decades are indicated by these data,
taken mainly from Table 3:

Average  Average Average Average Indicated

Period monthly visible price retail per capita
imports supply Santos 4's price consumption
Thonsand bags Cents per 1b. Pounds
1921-23 (3 years)....... 841 1,225 13.2 36.4 1i.8
1924-29 (6 years)....... 902 754 22.0 47.8 12.0
1530-40 (11 years) ...... 1,102 913 9.6 27.0 13.6

Consistent progress in coffee consumption in the United
States throughout the 1930’s may be attributed very largely to
low retail prices and the generally better quality of coffees that
were available. From an average level of 39.5 cents a pound
in 1930, retail coffee prices had fallen more or less consistently
to a leve] of 21.2 cents in 1940, Chart 2 shows clearly the in-
fluences that operated during the 1930’s to encourage coffee con-
sumption. The chart also suggests that there was no period
throughout the past three decades that could be described as
“normal”; yet the only other substantial growth in per capita
consumption occurred in the 6-year period 1913-18, when cir-
cumstances were somewhat different but were also conducive to
increased coffee consumption. The favorable conditions then
present were: a moderate and steady level of retail coffee prices
at around 30 cents a pound, a cheapening of coffee in relation
to the prices of all other foods, and rising national income.

It is interesting to note that sharp reductions in per capita
national income during the 1920-21 depression, and later in
the Great Depression of the 1930°s, apparently did not result in
much reduction in coffee consumption. This might be expected
in the short depression of the early 1920’s, because a readjust-
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ment of coffee-drinking habits does not take place quickly; yet
it seems probable that, if coffee prices had not fallen in the
1930’s enough to compensate for reduced purchasing power,
some lowering of the coffee-consumption level would have oc-
curred, at least early in the decade. On the other hand, high or
rising national income seems to have had little stimulating influ-
ence in the 1920°s in the absence of “favorable” retail coffee
prices. Coffee at 45-50 cents a pound was dearer in terms of

CHART 2—CoFrFee CoNsUMPTION IN THE INITED STATES 191341, AND
ReLATED PricE AnD INcoMme Factonrs®
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* Four-year moving average of per capita net imports, once smoothed.
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other foods. It was not until 1932-33, when retail coffee prices
had dropped to their 1913-18 level and then went lower, that
consumption per capita began to expand noticeably.

Promotional efforts of producer organizations and the trade
were helpful in stimulating coffee consumption during the
1930%s,*but it is doubtful that promotienal efforts alone, however
well conceived and executed, could have made much headway
in the absence of low prices and other favorable factors. It is
impressive that this increase in consumption occurred in a decade
broadly characterized by depression.

There seems to be a tendency within the coffee trade to ac-
cept without much question the assertions made by groups re-
sponsible for advertising programs on behalf of the coffee indus-
try. For example, the Pan-American Coftee Bureau states:
It seems now definitely established, beyond all possible doubt, in the opinion
of the Bureau, that the coffee promotion campaign which has been conducted
in the United States since 1938 . . . . has been a complete success. This is
evidenced in a striking manner by the following table, which shows . . . .
total imports for the last six years. It appears clearly from these figures
that, while coffee imports were decreasing during the 3-year period immedi-

ately preceding the inauguration of the campaign, a complete reversal of
this trend has taken place since the campaign has been in operation.*

In its enthusiasm, the Bureau fails to point out that in 1935,
as coflee prices dropped sharply, imports expanded to the high-
est figure then on record but declined naturally through 1936
and 1937 as prices rose to their 1934 level; and that prices de-
clined throughout the 1938-40 period coincident with an ex-
pansion of imports and the Bureau’s advertising campaign. Part
of the expansion of imports was undoubtedly due to Brazil's
abandonment of price-supporting measures late in 1937 in favor
of a policy of free competition in the world’s coffee markets.’

3The eridence of the past does mot support the views of some econmomists who have
held that, because of the inelastic nature of the demand for coffee, little increase in de-
mand or consumption can be expecied except {rom population growth. For example, Mrs.
Gilboy stated: “Brazilian producers have recently spent a good deal of money on an adver-
tising campaign to increase the consumption of coffee hut they cannot count on an incresse
ion demand [comsumption?] greater than population growth.” Elizsbeth W, Gilboy, "Time
Series and 1he Derivation of Demand and Supply Curves: A Study of Coffee and Tea, 1850~
1930, Quarterly Journal of Economics, August 1934, XLVIII, 677,

¢ Coffee Statistics (Pan-American Coffee Bureau, New York), Release No. 2, Feb. 15,
1941, p. 6. See also Guedes, Brazil Coffee in 1941, pp. 56-59, wherein the same report on

the success of the propaganda campaign is cerried. Brazil, of course, is the chief factor in
the Pan.American Coffce Bureau. 5 See pp. 152-53, 17173,
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Without minimizing the importance of promotional efforts, it is
nevertheless necessary to point out that failure to recognize
and give proper weight to all important factors influencing con-
sumption will result in unwise industry policies.

Low green coffee prices, especially after a period of high
Pprices, give merchants an opportunity to feature coffee and to
promote sales, Low prices also tend to permit small roasters to
survive and profit. Eventually low prices lead to retail price
cutting and using coffee more commonly as a “leader.” Compe-
tition becomes intensified, and the number of brands and the
amount of advertising increases. Some interests within the trade
benefit at the expense of others, and handling coffee may become
generally unprofitable for many. In the process, however, and
apart from importers’, roasters’, or retailers’ interests, consumer
buying is stimulated and aggregate coffee consumption tends to
increase,

CHARACTERISTICS OF CONSUMER DEMAND

Among those who have become habitnated to its use, the de-
mand for coffee is tenacions and fairly inelastic. If coffee is an
established part of a consumer’s dietary, it tends to be used in
fairly constant quantities per cup, and the user tends customarily
to consume a certain number of cups per day or week, almost
regardless of price variations within a rather wide range. Con-
traction of consumption below this usual level is regarded as
privation, and resisted even if economies in other parts of the
budget are necessitated. Expansion of the individual’s consump-
tion above the customary level occurs typically only with changes
in habits, such as using more ground coffee per cup, drinking
more cups per meal or between meals, or drinking it on more
numerous occasions.

For many consumers, however, coffee drinking is not a
firmly-established habit relatively uninfluenced by price. For
them, coffee is regarded more as a luxury than as a necessity,
and their demand is considerably more elastic. Coffee is used
by this group of consumers for social and other reasons. Con-
sumption is noticeably curtailed, and may even cease, if their
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purchasing power is reduced or if retail coffee prices rise by an
appreciable amount. On the other hand, the demand for coffee
from such sources tends to have a one-way elasticity, for a ma-
terial lowering of price, or a rise in living levels, does not greatly
encourage consumption heyond that already customary, unless
in the form of increased waste,

This typical behavior of users to whom coffee does not seem
a necessity indicates, generally but not always, poor education
in the use of the beverage. When there is no economic reason
for it and coffee is still not important in one’s dietary, such
coffee as is served is very likely to be indifferent coffee, both
because of the quality of the roasted and ground beans used and
because of the manner of brewing. Just how large a proportion
of all consumers belong to this group is a matter of speculation,
but the strength of this category of demand has considerable
significance to the coffee industry in matters both of consumer
education and of price policy. A certain price level will encour-
age continued limited use by the consumers in this group; higher
prices will discourage or stop their consumption; yet lower prices
will not stimulate it until they have been educated to a greater
appreciation of coffee drinking.®

Finally, a third broad class of consumers undoubtedly vary
their consumption with both a rise and a fall in coffee costs.
These are the people who aspire to the coffee-drinking habit in
its most enjoyable sense, but for various reasons, mostly eco-
nomic, cannot fulfill this desire. They are not indifferent to
coffee; but when retail prices are high, whether because of world
market conditions or import duties, they are forced to use
cheaper coffee, adulterate it, use less per cup, or resort to sub-
stitute or competing beverages. When the cost of coffee is low,
they tend to use better grades and more per cup, to omit adulter-
ants, and to consume more cups per day or per week. Many
consumers, especially in European countries where import duties
have often been very high, fall into this category. Their demand
for coffee appears to be far more elastic than that of either of the
groups mentioned earlier.

6 This is the sort of question ihat apperently has never been sindied by the coffee in-

dustry. In fact, investigations in the field of demand seem to have heen limited to very broad,
and usually quite theoretical, aspects of the subject.
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Differences in the demand for coffee are thus not always
matters of taste or habit. Among sections of the coffee-drinking
population of Europe, low purchasing power combined with
high taxes on imports or consumption, and the availability of
substitutes, have effectively kept down the level of consumption.
But when these factors are not all-important and when they be-
come less important, opportunities exist for refinements in the
nature of the demand. When coffee is reasonably within reach
of consumers, the range of choice enlarges and specific prefer-
ences emerge. Thus, preferences for one type of coffee over
another, one method of purchase or packaging over another, one
method of preparation, and so on, become matters of more im-
portance to the coffee industry.

The United States provides perhaps the best example of snch
differences. The demand for-mild coffees appears to be greater
on the Pacific Coast than elsewhere, and the demand for Brazils
greatest in the South. The explanation seems to be at least parily
geographical, and probably reflects trade influences on con-
sumers’ tastes, The Pacific Coast is economically closest to the
Latin American countries producing high-quality and mild cof-
fees;” and, on the whole, the purchasing power of consumers
is such that the higher price of milds is not a deterrent to the
expansion of consumption. In the South, purchasing power is
lower, and cheaper Latin American coffees can usually be landed
at a lower cost than elsewhere in the United States. Coffee im-
ported through New Orleans, however, also finds middle western
markets along the Mississippi River.

Preferences in purchase and packaging are suggested by the
character and composition of the coffee industry in the United
States. At the time of the NRA codes {1933-34), approxi-
mately 1,200 firms came within the code definition of the in-
dustry, but the 10 largest did nearly half of all coffee roasting

7 More Central American coffee is exported through Pacific than through Caribbesn ports,
not becauss the harbors and shipping facilities are better but because it is easier and cheaper,
since most of the coffee landa lie closer to the Pacific. In fact it is easier and cheaper to ship
to Pacific ports and then through the Panama Canal to Europe and eastern United States than
across Central America. Louise Hearst, “Coffee Industry of Central America,” Economic
Geography, January 1932, VIII, 63-64. Prior to the opening of the Panama Canal, the Pa-
cific Coast of the United States was, of course, the logical merket for coffees from western
Central American countries. Since 1938 approximately half of Colombia’s exports have moved
through Pacific ports, whereas earlier the bulk of the movement was through Atlantic ports.
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and the 600 smallest did only about 10 per cent.® The practices
of the three largest firms, which then accounted for about 36
per cent of total coffee imports into the United States, exemplify
different methods of merchandising coffee and reflect consumer
responses to these methods. The Atlantic and Pacific Tea Com-
pany sold and siill sells its own brands through its own stores;
the roasted coflee is ground at the time of sale, and packaged in
paper bags. At the time, Chase and Sanborn attempted to render
essentially the same service, but ground and packaged its coffee
(in bags), and then delivered 1t at frequent intervals to grocery
stores for final sale.” Maxwell House told the consumer that the
vacuum can was the best assurance of coffee freshness and dis-
tributed to retailers through regular wholesale chanoels. There
is something to be said for and against each system, but patron-
age and growth of the brands of A & P, Standard Brands (Chase
and Sanborn}, and General Foods {Maxwell House) are the
measure of consumer acceptance.

Not many years ago much coffee was sold in bulk, i.e., the
grocer bought in large lots and sold out of bins in small lots
without any great importance being attached to brands or pack-
ages. Bulk selling is still common in Europe, but in the United
States most coffee—probably over 90 per cent—is now sold
packaged and branded. The Milwaukee Journal’s annual sur-
vey of the Greater Milwaukee market indicates that, whereas in
1928 half of all families purchased coflee in bulk, in 1940 only
5 per cent used bulk coffee and 95 per cent used packaged
coffee. This is another example of change in the nature of
consumer demand under the influence of persistent advertis.
ing. Strictly speaking, consumers first accepted what the trade
offered, and this acceptance then became a characteristic of
demand. Similarly, the majority of housewives now prefer the
percolator or drip method of making coffee and ask for perco-
lator or drip grind. This reflects acceptance of devices that
manufacturers have offered and of roasters’ recommendations.

& H. S. Kantor, Price Control in the Coffee Indusery (Office of National Recovery Ad-
ministration, Trade Practice Studies Section, Work Materials No. 55, March 1936), p. 7.

¢ After a few years™ experimentation with the system described here, Chase and Sanborn

returned 1o an earlier method of packaging in slip-tep cans in some areas and vacuum pack-
sging in othera.
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Certain qualifications are necessary to the generalizations
made previously on the responsiveness of consumption to price
changes among the different categories of consumer demand.
One has to do with the place where consumption takes place,
especially with the distinction between consumption at home
and in a public eating place. The consumer who would cling to
his usual habits of coffee drinking in the home, even if the cost
of a pound of coffee were doubled, will in many cases curtail
his consumption if compelled to pay, for example, 10 cents a
cup rather than 5 cents, in a restaurant where coffee is sold by
the cup.

There is no reason why price adjustments in public eating
places must be in round numbers of monetary units, but custom
fixes the prices of many items, and the restaurant operator will
ordinarily do everything he ‘can by manipulating the portion
served before he will change the price. If such manipulations in
size or method of serving are too much of a departure from cus-
tom, an unhappy choice must be made between keeping the por-
tion fixed and departing from the customary price, or keeping
the price the same but departing from customary service. This
problem is most acute when costs rise; when they fall, commonly
no adjustment is made either in portions or in the selling prices
of standard items. -

Wherever coffee is the representative hot drink, the vast ma-
jority of adults are consumers. In the United States probably
four-fifths or more of all persons over 16 years of age are coflee
drinkers.”” The age at which coffee becomes an habitual part
of the individual’s consumption varies, but the average has prob-
ably risen with the increasingly general availability of milk and
the influence of health teachings on consumption by children
and adolescents, Among the elderly—now a larger proportion
of the population than formerly—medical advice has probably
led to a reduction in the proportion of consumers as well as a

1 According to one survey of the U.S. market, 82 per cent of all men and 81 per cent
of all women over 16 years of age are coffee driokers, 15 per cent of all children between 6
and 16, and 4 per cent of all children under 6 years of age are also coffee drinkers. In terms
of pounds, 50 per cent of the coffee consumed ie at breakfast, 19 per cent at lunch, 25 per
cent ai dinnertime, and 6 per cent between meals. See 4 National Consumer Survey of Coffes

Consumption, conducted by Arthur Kudner, Inc., for the Pan-American Cofee Bureau (New
York, 1939}, p. &
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reduction in their per capita consumption. Accordingly, it seems
probable that the coffee-drinking percentage of the total popula-
tion in the United States has tended to decline slightly.

Per capita consumption, however, has increased by some-
what more than enough to offset any decline in the proportion
of coffee drinkers. This means that those who use coffee are
drinking more of it, and thus tend to fix their habits more firmly
than ever. A number of reasons account for this development.
Some of the more important are: improvements in coffee making
in homes and public eating places; better-quality cofee at lower
prices, especially during the 1930’s; and increasing resort to
public eating places where, prior to the wartime restrictions
introduced in 1942, the practice of making no charge for an
extra cup of coffee had become quite common. Much less im-
portant influences, also tending to increase aggregate coffee
consumption probably more than per capita consumption of the
coffee-drinking portion of the population, are the more recent
expansion in the serving of iced coffee and the use of partially
decaffeinated and powdered coffee.

FACTORS INFLUENCING CONSUMPTION

Changes in housing, heating, occupational groupings, length
of the typical working day, and so on, have a significant effect
on the consumption of a wide variety of consumer goods, but
seem to have had little or no influence on coffee consumption.
The amount of coffee consumed, however, is influenced by a
variety of factors such as climate and weather, type of occupa-
tion, mode of living (e.g., the frequency of dining out or, in
Europe, patronizing a coffeehouse), and age, quite apart from
price considerations. Evaluation of the importance of such in-
fluences is extremely difficult in the absence of factual data.

Coffee drinkers tend to increase their consumption in cold
weather, and with manual labor, but some of them turn to iced
coffee in hot weather; and some office workers, given the oppor-
tunity, consume as much as or more than any day laborer.
About the only well-established and measured influences on
coffee consumption relate to seasonality and to income of con-
sumers,
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Coffee consumption in the United States is at peak levels
during the winter months and at lowest levels in midsummer.
Although there is a definite seasonal behavior, with peak con-
sumption occurring somewhere between November and March,
and the low in July or August, the seasonal differences are not
especially marked. Coffee consumption during the summer
quarter of the year is probably not over 15 per cent lower than
the average of the other three quarters."

The volume of coffee consumed by coffee drinkers in the
United States is not greaily influenced by differences or varia-
tions in income.'” Quality of cofiee consumed, however, bears
a definite relationship to income status, the better grades being
used by those in the upper brackets.’* In Europe, because of the

11 The Pan-American Coffee Bureau reports that trade sources “are of the opinion that
actual consumpeion by the public may not really decrease by more than 10 to 159 during the
stmmer time, but that the 21.5% average reduction resulting from the above calcnlations
[based on Department of Commerce survey of stocks and roasting volume] may actually
develop in the stocking of coffee by grocers in that period. The reason ior this is entirely
psychological, as dealers and grocers do pot want to increase their inventories at a time when
& slump in sales is taking place and therefore, curtail their orders by a substantially higher
margin than the actual reduction in consumers’ demand.” See Coffee Statistics, Release
No. &, July-December 1941, p. 13.

This impression tends to be confirmed by data at hand on sales of coffee at retail, which
are a better measure of the seasonality of consumption than deliveries to roasters, thanges
in stocks, or even the velume of coflec roasted during a particular period. The reasons for
this are chiefly that coffee is an item with little or no seasonal price variation, is perishable
unless vacuum-packed, and hence is not custemarily purchased by the housewife in quantities
beyond immediate family needs. Data kindly supplied by a Pacific Coast chain of coffee stores
indicate that regional differences in the seasonality of eales (e.g., for the Pacific Northwest
and southern California) are undoubtedly due 1o weather influences, but, on the average,
summer consumption deciines only some 11 to 13 per cent from the higher winter levels.

A calculation made by the Commodity Research Bureau of New York (based on coffee
deliveries between 1908-09 and 1940-41 as reported hy the New York Coffee and Sugar Ex-
change) suggests that peak coffee copsumption in the United States occurs in March (9.31
per cent of the yearly total}, whereas smallest consumption is in July (7.15 per cent of the
yearly total), & considerably grearer decline from high to low than indicated above. However,
on a quarterly basis, summer consumption is indicated 2s being about 15 per cent lower than
the average for tbe other three quarters.

12 According to A National Consumer Survey of Coffer Consumption (p. 10): “Coffee
drinking is evenly spread over all income classes—in fact it is slightly higher in the lower
incomes.” At the time this survey was condacted (1939) coflec prices were at a low level.
It is quite possible that ugder other circumstances coffee consumption, as distinguished from
the coffee-drinking habit, would not be higher in the lower incomes. A contemporary survey
by the Market Hesearch Department of the New York Times concluded that “the average
High income family consumes ahout 1§ of & pound per week more than the average Low in-
come family.” Coflee: A Study of Coffec in the New York Citr Market, Ocrober 1939
Compared with Februgry 1933, p. 33.

13 But morc than helf of the 2,193 families using coffee in Appleton, Wis, purchased
the hest coffee regardless of income. Those with incomes under 35,000 used 3.069 pounds
per month, while families with incomes over $5,000 used 3.234 pounds per moath. “Appsr-
ently, as incomes rise, the purchase of high-grade coffee increases markedly,” See W. B.
Pitkin, The Consamer: His Noture and His Changing Habits (New York, 1932), p. 215.
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high price of coflee in many countries, the situation is different.
Both volume and quality consumed vary to a marked degree
with the income of consumers. Still, in periods of depression,
the prices of better-quality coffees tend to decline less than those
for cheaper coffees, since demand comes in large part from
groups either less affected or better able to withstand a shrink-
age in income without seriously cutting into their food budget.

Throughout Continental Europe many present-day versions
of the early coffechouses continue to play an impertant role in
coffee consumption, far more than in the United States. These
institutions vary greatly in size, service, and patronage; but
they seem to have one main function in common—io provide
meeting places for all who can afford the price of a cup of coffee.
This price often includes music, entertainment, the use of news-
papers and periodicals, and sometimes between-meals food.
Small establishments serving only coffee, soft drinks, and limited
food companions to such beverages are common in small as well
as large cities. Sidewalk or boulevard cafés may serve wines,
liquors, and foods in addition to coffee, while still another type
of café provides entertainment. Similar institutions are found
in Latin America, but in the United States there is no real coun-
terpart to the continental cafés where the time of day may be
passed in drinking, eating, reading, or talking with friends.

In the eighteenth century, coffeehouses flourished in such
cities as Boston, New York, and Philadelphia, much as they did
in England and on the continent. After they lost popularity,
however, no substitute built around the drinking of coffee was
evolved. Today in the United States, bars and cocktail lounges
are about the closest approach to an institution where compan-
ionship plays an important part in consumption. Coffee pro-
ducers are inclined to regard the growth of consumption of alco-
holic liquors as a deterrent to the expansion of coffee consump-
tion. Brazilian coffee propaganda makes such statements as
“aleohol stupefies, whereas coffee uplifts. The use of coffee
is a benefit to all mankind. Where the consumption of coffee in-
creases, the social scourge of alcohol diminishes. To spread and
recommend the use of coffee is a work of social benefit.” There
is little real evidence, contrary to popular belief, that prohibi-



DEMAND AND COFFEE CONSUMPTION 61

tion in the United States was a boon to coffee consumption, or
that the elimination of cocktail lounges, for example, would
have very much influence on coffee consumption. On the other
hand, in Europe, a decline in the use of wines and beers might
possibly have a favorable effect on the demand for coffee.

Although perhaps not so important as formerly, sociability
and customs like that of afternoon coffee, much as the British
bave afternoon tea, are still factors of far greater influence in
European than in American coffee consumption. When coflee
prices are very high, substitutes are used for breakfast in the
home, and great care is employed in brewing real coffee upon
those occasions when such a luxury can be afforded. In the
caiés, however, whether pure or adulterated coffee is served, it
tends to be used moderately, not because cofiee is not enjoyed but
because it is somewhat incidental to the individual’s purpose in
patronizing the establishment. In the aggregate, undoubtedly a
large portion of continental coffee consumption is accounted for
by the popularity of such outlets. The frequenting of a meeting
place rather than drinking coffee is the habit formed or custom
observed.

Consumer demand for coffee is undoubtedly influenced by
the availability and prices of other beverages and a wide assort-
ment of drinks both hot and cold, but it is very difficult to ap-
praise the importance of such influences. Some hot beverages
such as tea, cocoa, and maté'* may be directly competitive in
some regions and for some consumers. For others, soft drinks,
wine and beer, and even milk may be just as competitive when
their consumption is an alternative for a cup of coffee. Decaf-
feinated coffee may offer competition, and also various cereal
drinks. In general, however, all such competition is very limited.

Some of these products may influence the demand for coffee
at one time and not at another because of season, environment,
cost, type of meal, and similar factors. In the United States, at

14 Maté (yerba waté) is produced in Brazil, Argentina, and Paragusy and is mostly
consumed in the rural areas of these couniries, Urogusy, and Chile. Some 10 million persons
are estimated to be vegular users of this tea.like beverage, which is brewed from the toasted
and ground tender leaves of a wild tree. See Qctavio Cubral, “South American Tes,” Agri-
culture in the Americas (U5, Dept. Agr.), Tanuary 1942, II, 11-13; and L. C. Nolan and
113—1- Wooster, “Yerba Maié,” Foreign Agriculiure (U.S. Dept. Agr.), August 1942, VI,
313-19.
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least, it is undoubtedly still true that the “use of coffee as a
price leader in retail sales is a far more important element in
coffee marketing than is the competition of substitutes.”* In
other countries less strongly commitied to the coffee-drinking
habit, the competition of other beverages is more important.
But in most such cases relative costs of coffee, and of substitutes
or alternatives, are also a major consideration in consumption.*
The consumer of cereal coffee-substitutes in Europe would most
certainly prefer real coffee. The addition of chicory to coflee,
however, is not regarded as adulteration by many consumers
-who have developed a coffee-and-chicory taste.'

Because habits are not changed quickly, even with strong if
temporary price incentives, coffee consumption is not readily
adjustable to the enormous annual variations in the supply. The
relatively inelastic nature of the short-run demand for coffee has
meant that producers could not look to adjustments in consump-
tion for much immediate assistance in the solution of temporary
surpluses or deficits. Probably for this reason the longer-term
aspects of the demand for coffee have received less emphasis
than they deserve. Since the coffee-producing countries, at least
of Latin America, have been brought together during recent
years by such organizations as the Pan-American Coffee Bureau
and the Inter-American Cofiee Board, there seems little rea-
son for deferring the undertaking of long-range demand studies
which could be of great value to the industry generally.

Although the short-term demand for coffee may be quite in-
elastic, over the longer term, habits and customs change just as
commercial policies and income status of consumers change.
Considerable flexibility in demand has existed, and does exist.

18 Kantor, op. cif., p. 12.

16 Among l}:e numercus coffec substitutes and adulterants are chicory, dandelion root,
dried beet pulp, peas, beans, and practically all the important cereals, but especially barley.
In several European countries roasted chick-peas or acores are also used quite extensively.

17 The amount of chicory used with coffee varies widely. One ounce added 1o cach pound
of coffee leaves a beverage closely resembling pure coffee, but sometimes, especially in Europe,
s mixture of coffee and chicory is 40 per cent or more of chicory. Roasted and powdered
chicory root is ordinarily mixed with ground ceffce when the latter is scarce or expensive
in order to make it go farther. Chicory contains neither caffeine nor tanpin, but has a bitter
principle and a volatile oil. When roasted, it develops sn aroma and & sugar content. Added
to ground coffee, it gives body, color, and “bite” to the brew. The Censas of 1940 reported
United States chicory production at over 44 million pounds, mostly from Michigen, where it
grows wild.
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One needs only to recall how substitute foods, introduced usually
under conditions in which the preferred good was not available,
scarce, or too expensive, became first acceptable and later pre-
ferred to the original.”® Flexibility in demand is found in the
British shift in preference from coffee to tea in the early years
when both were becoming popular; in the shift from Brazilian
to mild coffees in the United States after World War I; in the
tendency to consume higher or lower grades in prosperity and
depression; and in the regional differences in demand that de-
velop within consuming markets and among coffee-drinking
countries. )

15 In this connection, see pp. 65, 216-17 on the effects of wartime rationing an consumer
habits snd consumption.



CHAPTER VI

POTENTIALITIES FOR EXPANSION OF CONSUMPTION

Essentially the same factors that explain recent rates of
coffee consumption will determine future or potential rates, but
the combinations are subject to change. Demand for coffee is
largely a matter of consumer psychology, individual purchasing
power in relation to coffee prices, availability and prices of
coffee and of competing and alternative beverages, and the cost
of desired additions to the beverage such as sugar and cream or
milk.! Of such influences, consumer purchasing power in rela-
tion to coffee prices would seem to be of most immediate impor-
tance for the expansion of consumption. Prices of other bever-
ages have some effect, but, because of the habit-forming nature
of coflee, tea and cocoa are not directly substifutable in most in-
stances, nor are alcoholic beverages. When and where such addi-
tions as sugar, cream, milk, or other items used with coffee are
deemed indispensable but may be expensive, their cost undoubt-
edly has a bearing on the amount of coffee consumed.

Unlike many basic foodstuffs, coffee is not a commodity with
strict phystological limitations to the expansien of consumption.
There is, however, a saturation point beyond which expansion
in consumption is limited for each individual. Presumably this
saturation point is not often reached; in most cases other factors
are responsible for the limits placed on individual coffee con-
sumption.

The stimulating effect of coffee drinking becomes displeasing
for some if carried beyond a certain point, and for a very small
percentage of the adult population the response to caffeine

1 The demands for coffee, tea, and sugar are interrelated, but measurement of this in-
terrelationship is difficult. There are few markets in which coffee and tea are consumed in
roughly equal volume; usualy one or the other beverage is used predominantly. Furthermere,
data on consumption are usually inadequate, and the chief demand for sugar is commonly for
purposcs other than sweetening coflee or tea. Schultz analyzed Canadian demands for thess
products as a test of the special theory of interrelationships, but, aside from confirming the
competitive relationship between cofice and tea (see p. 70) and the “completing”™ relationship
of sugat to both commodities, his tesults were inconclusive. Per capita imports were used
as a measure of consumption but the data were insufficientiy accurate for the purpese of
measuring the interrelations of the demands. See Heary Schultz, The Theory and Measure.
ment of Demand (Chicago, 1938), pp. 585-89.

64
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stimulation is unfavorable.” This has given rise to the manu-
facture of commercial products in which the caffeine content is
reduced, but thus far these have made no marked coniribution
to the expansion of consumption.

Although there are no strict physiological limitations to the
expansion of coffee consumption, there are different degrees of
utility or satisfaction imputed to each cup consumed. The im-
portance attached to the circumstances of consumption differs
among individuals. Thus, for some the very first cup with break-
fast in the morning is most essential, a second cup may be de-
sirable, but if a choice had to be made, perhaps another cup at
dinnertime would rank in utility after the first cup at breakfast.
For others, the second breakfast cup is more important than any
between-meal, luncheon, dinner, or after-dinner cup, and so on.
When coffee is abundant and cheap, choices do not have to be
made, but when coffee is scarce or expensive an “order of sacri-
fice” must be established by each individual.®

Once coffee drinking was popular because it was fashion-
able. During the early period of European coffeehouses, the
beverage was consumed primarily for its stimulating properties
and the sociability accompanying the place and time of con-
sumption. After coffee-making devices were developed and
methods of brewing perfected, coffee was consumed primarily
because of its flavor. Place and time of consumption had less
influence in restricting the expansion of consumption. Fash-
ionable or companionable surroundings were no longer neces-
sary to encourage it, though they remain a factor of considerable

2 The literature on the effect of coffee drinking on the individual is voluminous. In con-
pection with a review of it, Dr. S. C. Prescott has this 10 say: “Careful study has brought out
the interesting fact that with coffee, as with numerous other articles of food, there are per-
sonal or individual idiosynerasies; that a small percentage of the population responds un-
favorably to caffeine stimulation, and a still smaller percentage cannot use roffee without
unfavorable results, although they may be able to drink tea which contains caffcine, and
vice versa. This recognition of specialized behavior in a few instances—probably not more
than one per cent of the population—gives s a basis by which we may explain the diverse
opinions which have grisen.” See “Pharmacology of the Coffee Drink,” in Ukers, 4! abour
Coffee, p. 307.

3 Coffee rationing in the United States has altered consumption habits though perhaps
not permanently, Rstioning forces most coffee drinkers to make choices both as to when con-
sumption shall occur and how it shall occur. Some will choose more cups of a weak or adul-
terated brew to fewer cups of full sirength siraight coffee. Others will prefer fewer cups at
certain times of the day, while still others will endeavor to continue former habits with re.
gard fo place and time of consumption but will adjust their volume of consumption, and
0 om.
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importance in some places. The stimulating properties of the
beverage became a secondary consideration. Coffee, under these
circumstances, became the popular drink of all classes in many
countries.

PURCHASING POWER AND COFFEE PRICES

The most promising and practical opportunity for expand-
ing coflee consumption lies with consumers having the desire
but not the purchasing power. Although the number who might
someday acquire the desire is undoubtedly enormous, consider-
ation may well be confined to those already somewhat familiar
with the satisfaction 1o be derived from coffee drinking. High
coffee prices and limited ability to buy make a luxury of an item
which, under other circumstances, would be regarded as a stand-
ard part of the dietary. This is especially true in Europe and
countries where taxes and duties are high.

Prior to World War I, the United States, Belgium, and the
Netherlands* were the only important coffee-consuming coun-
tries that allowed coffee to be imported duty free, though rates
in the Scandinavian countries were generally low. During the
interwar period rates were raised appreciably in practically all
European countries; in fact, the duties in some countries were
as high per pound as the average retail price of a fair grade of
coffee in the United States. Holland retained coffee on the free
list until early 1940, but otherwise the United States was the only
important market where coffee entries were without duty.” Ap-
proximate import duties on raw coffee in selected countries for
periods immediately before World War I and World War I, in
U.S. cents per pound, were as follows:

4 At this time, the Netherlands, Belgium, and the Uaited Kingdom carried on & re-export
trade of considerable importance. In the past few decades this trade has become less and
less important. It had almost disappeared before the outbreak of World War I, as shown
by the following tabulation {im thousands of bags):

Couniry 19913 192428 1929-33 1937
Netherlands ......coooiavniiiiiiaan, 323 138 33
Upited Kingdom 230 29 T2
Belgium ....coovvvrimeiiiiiiiiniie 3 23 37

5 Free entry of coffee into the United States has been guaranteed Brazil, Colombia, Costs
Rica, Ecoador, El Salvados, Guatemala, Haiti, Honduras, and Venezuela by a seriea of trade
agreements concluded since 1935,
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Pre-World Pre-World

Country . War 1* War 111
United States ............... nene none
Belgium ................... none 3.8
Netherlands ................ none none"
United Kingdom ............ 3.0 3.1
Sweden ... .ovviiriiiniann 1.5 5.2
Norway ...o.cvvvnvnnnnnenn. 3.6-6.1 6.1
Denmark ..........ccc...... 2.1 8.7
France ........covviiivnnn.. 11.9-26.3 12.¢
Germany ................... 6.5 29.2
Spain ..., 10.5-15.8 35.6

" Italy ..ot 11.4-13.2 38.

* From H. C. Graham, Coffee Production, Trade, and Consumption by Countries (U.S.
Dept. Agr., Bur. Statistics Bull. 79, Dec, 31, 1912), pp. 121-24.

1 Based op data from Brazil, Departamento Nacional do Cafeé, Lnudrio Estotistico 1938
{5th ed.), p. 300, converted at average rates for 1937.

£ The Netherlands imposed a duty of roughly 6 U.5. cents per pound in February 1940.

So far as the United States is concerned, material contrac-
tion in per capita coffee consumption is not to be anticipated
unless coffee prices should rise much further, relative to con-
sumer income or prices of other components of the diet, than is
in prospect. Expansion in per capita consumption among coffee
drinkers seems likely to depend mainly on a variety of factors
by which demand may be increased through changes in indi-
vidual habits and in practices of public eating places.

The habits of millions of men in the armed forces are always
a potent force affecting the longer-term rate of consumption for
certain goods. During the last war cigarette consumption was
greatly stimulated, and habits formed at that time became a
permanent factor in demand. Similarly, in some countries the
demand for shoes showed a marked expansion following the ex-
perience of placing many men under arms. Consumption of
coffee tends to be greater under the living conditions and stresses
of war. As long as it is available and a palatable beverage is
provided, the generous use of coffee by the army undoubtedly
has the effect of increasing individual consumption, at least tem-
porarily. A certain proportion of men not accustomed to drink-
ing coffee will become users, but the proportion of coffee drinkers
in the United States, as distinguished from the amount each con-
sumes, does not appear susceptible to material change.
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The position differs considerably in other countries. Coffee
consumption has expanded most noticeably in parts of Europe
where duties and taxes have been low, purchasing power has
been sustained, and the competition of other beverages has heen
of minor importance. Table 4 suggesis that per capita coffee

Tasig 4.—CHANGES IN APPARENT PER CaPrTa CoNSUMPTION oF COFFEE
ix SkLectrp CounTrIES, 1909-38%

{ Pounds)

Country ! o001z | 1971-25 | 193&-30' 1929-33 | 198488

HYETAge average, nverage avernge' AVETAES

Tnited SEAES .. ..ooverrvresinnren, 9.0 l 117 | 12.3 | 12.6 | 13.5

|

SBWERRI o v e eeee e e 13.4 | 14.6 | 154, 15.9 | 26.9
DAL et e e e renanns, 1.7 ‘ 14.3 | 16.1 | 16.5 | 16.6
NOT WY . e e ieertirinararcnerraorannens 11.9 | 12.8 | 13.0 | 12.9 ; 13.5
Bl < e e e eee e e inann 104112 § 115 | 12,6 | 13.1
FinIAnd . oo 9.0 ' 97 | 10.6 | 10.0 | 11.9
NetherlandsS.. .. ..ovvviriniinrarnanenen 15.7 [ 10.8 9.9 ! 16.9 9.3
FrBICE . e oot e et e e eeeeecnverininres 6.2; 93| 8.8 98| 9.7
Switzerland.. ... iiiir i i 64 7.5 7.3 1 8.0 8.3
LET15 911714 AN 6.2’ 2.4 46 ) 48| 5.4
| €Y 1.8 26| 241 23 1.9
] PP 1.5 2.2 22} 22 2.2
ALZETIR oot aeeanns 310 83 3.7 44| 4.4
ArgentiDa.. ..o cr i i 3.7 ' 4.9 4.9 | 44 4.0
L0V 3 N i.8 22 2.9 3.0 3.4
Union of South Africa..............-. 441 42 3.5| 33| 3.3
United Kingdom. ......ocveovevnrnnnes 40 T 9 9 T

* [ata for 1909-30 from International Institute of Agriculture, Montkly Crop Repors and
Agriculturgl Statistics, November 1831, p. 695 S; for 1929-38 calculsted {rom aet imports
shown in Appendix Table IV,

* Two-year average, 1934-35.

consumption® in the late 1930’s in Sweden and Denmark had
reached, and in Norway and perhaps Belgium and Finland was
approaching, a level where further expansion might depend very
largely on population growth. Inthese countries, as in the United
States, a material contraction in consumption, under normal cir-
cumstances, would occur only with a marked rise in retail prices.

8 Per capita figures are the best measure available of the extent of the coflee-drinking

habit ot custom in a particular country, though they may sometimes be misleading because of
imporiant regionsal variations obscured by the averages.
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Retail cofiee prices, after declining from the 1925 level, were
generally conducive to a growth in consumption during the
1930’s. Approximate retail coffee prices in the United States
and various European countries on certain dates, in U.S. cents
per pound, were as {ollows:’

Country 1925 1932 1939
United States ............ 45.0 30.3 23.2
Belgium ................ 32.9 26.3 30.2
Norway .....c..cvvvnnnn. 45.4 27.4 30.5
Sweden ................. 49.8 26.9 32.2
Netherlands ............. 31.0 25.2 35.9
Denmark ................ 46.3 39.8 40.5
France .................. 37.8 35.0 31.1
Switzerland ............. 25.9 31.3
United Kingdom ......... . 37.2 41.6
Germany ................ 177.7 59.5 cae
Btaly ..o 62.0 71.8 4.0

Coffee consumption in other European countries has shown
varying tendencies during the two interwar decades. A slow
downward trend is indicated in data for the Netherlands, where
cocoa has apparently become an important alternative. In
France and Switzerland there was apparently an extension of
coffee drinking., In Germany consumption expanded despite
high prices, but remained at a level lower than that before
World War I. In Algeria and Canada, both with a relatively
low per capita coffee consumption, there was likewise a tendency
for consumption to increase. The obstacles to further gains
varied; in some countries bigh prices and low purchasing power
appeared most important; in other countries custom had so
firmly established other beverages in the dietary that, even with
the existence of favorable cost relationships, increases in coffee
consumption came at a slower rate. Most of the indicated de-
clines in consumption (Table 4) are explained by one or the
other or, in some cases, both of these factors.

7 Based on data of International Labour Office, International Labour Review, January
1926, p. 116; April 1933, pp. 531 ff.; and April 1940, pp. 429-33; all converted 1o U.S. cents
per pound. Prices are mostly as of Oct. 1. They are not altogether comparable from one
period to another, being based on quotations from large or capital cities in some casea and
upor & number of towns in othere.
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COMPETITION OF OTHER BEVERAGES

Comparison of data on import duties and retail prices sug-
gests a partial explanation for the differences in cofiee con-
sumption in various parts of Europe, indicated in Table 4.
Table 5 assembles information upon other beverages consumed
in the principal coffee-importing countries. Some of these are
undoubtedly competitive with coffee, but the circumstances of
use and the relationships between the different beverages vary
to such a marked degree that little more than broad generaliza-
tions are justified.

Among beverages of a habit-forming character, it is neces-
sary to make certain qualifications, often overlooked, with re-
spect to their “competitive” relationships. Considerable changes
in the price relationships beiween coffee and tea, for example,
have only limited effects upon their respective demands. Coffee
and tea are important alternatives for consumers primarily on
the basis of taste preferences, and secondarily on the basis of
price. They are competitive in the habit-determining sense, but
less so by the ordinary yardstick of relative prices. Only when
both are very expensive or when the usual price relationship
between the two is radically altered, does the price aspect as-
sume more importance than the habit or custom aspect. The
same type of “competitive” relationship exists between wine and
beer, and between alcoholic and nonalcoholic habit-forming
beverages.

The principal coffee-importing countries of the world that
are included in Table 5 fall into three or four categories accord-
ing to the amount of coffee consumed per capita. Sweden and
Denmark have the highest per capita consumption, while the
United States and Belgium are not far behind. Except for Den-
mark, where retail coffee prices were apparently somewhat
higher than in the other countries, the relationship between
prices and purchasing power was conducive to a high per capita
consumption. Also the beverages most likely to compete with
coffee are consumed in relatively small volume.

Per capita tea consumption was very low in all four of the
countries with the highest coffee consumption, and cocoa seems
not to have been a serious competitor. However, the data in
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Table 5 on per capita cocoa consumption are not very useful,
because they are not limited to the amount of cocoa used in the
form of a beverage. There seems to be no particular relation-
ship between cocoa and milk consumption, though some contend
that a relationship exists between milk and cream consumption
and coffee consumption.” Except for Belgium, milk consumption
was high in all four countries, and wine and beer consumption
relatively low. Per capita beer consumption in Belgium is the
highest of all the countries included in the table. No relation-
ship is suggested between the consumption of coffee and that of
distilled spirits.

Tasie 5.—EsTiMmaTEDp PER Carrra CoNsuMrTION OF BEVERAGES AND MILK
1N THE Principar CoFree-IMporTING COUNTRIES

Nonalcoholic béverages Alcoholic beverages®
Country (pounds) Milk and {litres of pure alcoholy
[} c
Coffeet| Tea? |Cocoal| Total (ﬂ‘?l?o'?lal Spirits' Wine | Beer {Totnl
g i

Sweden.......... 169 2 25 ) 196 ..* 123510 09105 349
Denmark........| 166 4 a1 | 201 36 49 281160 | 2.37
United States...| 135 | 6| 35176 30 | .. .| .| ..
Belgium........ . 131 X 28 | 160 17 138 54] 591 | 7.83
Franee........... 971 14 22 |120| 23 |276 1670|118 1‘20.64
Netherlands...... 931 33 | 191 | 317 30 111 3} .21| 83 T 215
Germany ...... Ly B4 27 26 82 23 93 | .60 285 l 418
Italy............. 19 01 51 24 T 148 11.28# 07 111.80

¢ Average for 1934-38, from Table 4 (p. 68).

¢ Per capite net imparts for 1938, computed irom data in International Institute of Agri-
culture, International Yearbook of Agricultural Statistics, 193940, pp. 571-T1, except for
the United States, from Siatisticel Abstract of the United States, 1941, p. 772.

° Average for 1930~34, from Lesgue of Nations, Statistics of Food Production, Con-
sumption, and Prices, Vol. 1Y of The Problem of Nutrition, A. 12 {c). 1936. 1I. B (Geneva,
Jane 24, 1936), p. 43.

€ Average for 1928-32 from Butesu Internatianal contre I'Alcoolisme, published in Den-
mark, Dept. of Statistics, Staristick Aarbog {Copenbagen, 1941), p. 293.

* FPossibly as high as 63 gallons per capita or as low as 32. No satisfactory estimate svail-
able,

The Netherlands and France are grouped together as coun-
tries in which per capita coffee consumption was not outstand-
ingly high or low. In the Netherlands tea and cocoa consumption
were both high, and milk consumption relatively so, whereas

8 See pp. 74-75.
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in France they were all low and the consumption of alcoholic
beverages was very high, especially the consumption of wines
and spirits. These marked contrasts in consumption habits seem
to be definitely related to the agricultural pursuits in the re-
spective countries and their colonies. Prior to the war per capita
coffee consumption was around 9 to 10 pounds in each country.
Whatever the competition provided by other beverages, it seems
certain that it was not the same for both countries.

Coftee consumption in the Netherlands seems to have de-
clined over a long period of years as the consumption of tea and
cocoa significantly increased. This is suggested by data on
pounds per capita of each commodity imported and retained for
consumption:

Beverage 1900 1925 1538
Coffee ...o.iivvivvinnn. 16.7 12.1 9.9
Tea vt 1.5 2.7 3.3
Cocoa 2.5 13.7 19.0

In France, on the other hand, tea consumption remained small,
and cocoa consumption, though more than twice as great as in
1900, was still relatively low at 2.2 pounds per capita. Esti-
mated consumption of distilled spirits declined from 4.6 litres
of pure alcohol per capita in 1900 to 2.3 litres in 1938, but the
consumption of wines tended to increase. Import duties on
coffee were high prior to World War 1 but were substantially
reduced afterward, and this probably helps explain the increase
in coffee consumption indicated in Table 4.

Coffee consumption in Germany tended to expand in the
years after World War I, but it had not reached the prewar level
of 6.2 pounds when World War Il broke out. An import duty
of 6.5 U.S. cents was imposed on raw coflee even before the
first World War, and this had been increased during the inter-
war period to 29.2 cents per pound. High retail prices for
roasted coffee have probably been the principal factor discour-
aging a more rapid growth in consumption in Germany. Neither
tea nor cocoa appear to be important in the average German
dietary. Tea consumption increased during the interwar period
but rose to only .2 pounds per capita, while cocoa consumption
declined. Similarly, the consumption of alcoholic beverages of
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all types, and milk, tended to decrease. Coffee substitutes, how-
ever, were used freely and seem to be the real competitive bev-
erage.” Such progress as has been made in per capita coffee con-
sumption, despite high prices, seems to be due to the absence of
effective competition from true beverages.

Per capita coffee consumption in southern European coun-
tries such as Italy and Spain has always been low, and has shown
little tendency to increase. Import duties have been high; in
1937, at over 35 cents per pound, they were almost three times
the level prevailing before World War I. Under such circum-
stances, it is not surprising that coffee consumption made small
progress in these countries of relatively low purchasing power.
At 74 (U.S.) cents a pound in 1939, coffee was definitely in the
luxury class in Italy. Tea, cocoa, milk, spirits, and beer are all
consumed in exceedingly small volume in Italy, whereas wine
consumption, at 11.3 litres of pure alcohel per capita, is the
second highest shown in Table 5, far exceeding the figure for all
countries except France.

When duties and taxes on coffee are as high as they have
been, for example in Italy and Spain, it is apparent that their
imposition reflects a governmental fiscal policy that regards
coffee as a luxury and nonessential. Despite the fact that coffee
may not be important in the diet of some peoples, the question
may legitimately be raised whether lower rates that would
permit the coffee-drinking habit to develop might not preduce
more revenue. Unless an extension of coffee drinking actually
limits the consumption of other beverages produced locally and
thereby adversely affects the interest of home producers, a strong
case may be made for low import duties and taxes to the benefit
of both importing and coffee-producing countries. During the
postwar reconstruction period, when most of Europe will be in
need of relief aid, it is doubtful that tariffs and import duties
will be permitted to stand in the way, and a reduction of such
barriers might reasonably be made a condition of such assist-
ance,

® Ersatz coffee was apparently consumed at the rate of over 6 pounds per capita cven
before World War I, or roughly in the same volume as real coffee. Despite the growth in

consumplion of coffee substitutes during the interwar period, on a per capita basis a com-
pareble figure for the late 1930's wounld he little more thao 5 pounds.
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THE CASE OF GREAT BRITAIN

Although ranking in coflee consumption far below the coun-
tries just discussed, the United Kingdom merits special atten-
tion, because it is the outstanding tea-consuming country and
tea is generally regarded as the most important alternative bev-
erage. Because of the overwhelming preference for tea, per
capita coffee consumption in the United Kingdom is very low,
only about three-quarters of a pound annually. Most of the
coffee imported before the war was good-quality mild, much of
it from Empire producers. Although less important than for-
merly, London was the principal market in Europe for high-
quality coffee.”” Those who drink coffee in Great Britain are
mostly consumers of mild coffee, very little Brazilian being sold.

About a decade ago, the Imperial Economic Committee is-
sued a report on coffee, in which obstacles to increased coflee
consumption in the United Kingdom were discussed. This report
is interesting as an illustration of questionable assumptions and
conclusions that are as much an obstacle to promoting cofiee
consumption as any of the factors examined in the course of the
investigation. After correctly pointing out the cheapness of tea,
the relatively high cost of milk, the loss of tradition in preparing
coffee for the table, relatively wide retail price margins, and
similar factors, the report concludes that prospects are not
bright for increased consumption of coffee in the United King-
dom. The reasons for this conclusion are worth examining.

The first factor discussed by the Committee is price. Tea,
the established beverage, is much cheaper. Even though the re-
tail price for coffee (about 1930) was about the same per pound
as that for medium-quality tea, four to five times as much coffee
as tea is needed to make a breakfast cup of liquid.'* But tea is
much cheaper than coffee in most countries, and this factor alone
hardly explains wide variations in coffee and tea consumption
in different countries. The report recognizes that other nations
with a plane of living no higher than that of the United Kingdom

10 Before the depression of the 1930 about 46 per cent of gross imports were re-expuorted,

principally to Germany, and secondarily to the Netherlands, the United States, Belgium, and
France,

11 Great Britain, Imperial Economic Committee, Nineteenth chor::. Coffee (1931), p. 42.
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are large consumers of coffee, but it points out that such coun-
tries are also large consumers of milk.

It is significant that Sweden and Denmark, which have the highest consump-
tion of coffee per head of population (16 and 15 Jbs. respectively), also have

a milk consumption of between 68 and 70 gallons per head, compared with
tite United Kingdom figure of 22 gallons,2

Of both coffee and milk the Scandinavian countries are
known to be large consumers, and the southern European coun-
tries are generally small consumers, but beyond this observa-
tion it is difficult to establish a relationship of any real signifi-
cance. Latin American countries are large consumers of coffee™®
and small consumers of milk, and a number of European coun-
tries ordinarily use little more milk than the United Kingdom
but have many times the per capita consumption of coffee.
France and Germany, for exdmple, used only slightly more milk
and cream per capita (23 gallons) than Great Britain, yet con-
sumed very muchk more coffee. Belgium consumed even less
milk and cream than Great Britain (17 gallons), yvet had one of
the highest per capita coffee consumption figures {13 pounds as
against three-quarters of a pound for the United Kingdom)."*

The British report then points out that bulk {Brazilian)
coffees are not suited to the United Kingdom market, despite the
facts that they are the basis of blends in countries which are
large coffee consumers and that they sell, on the average, 30 to
50 per cent below the highest priced mild coffee in the United
Kingdom market.” The following statement is not convineing:
“In the United Kingdom, taste has been formed, for generations,
on the superior mild coffees, and it is unlikely that the Brazilian
type, with its markedly different flavour, would be acceptable.”
In a nation of tea drinkers with a reputation for the poor cup of

12 [bid., p. 43. Milk-consomption estimates are unsatisfactory and very rough for many
oountries; but according to date from a League of Nations sindy, Great Britain consumed Z1
gallons of milk and cream per head in 1930, whereas Denmark consumed 36 in the period
1930-34. Statistics of Food Production, Consumption, and Prices, Yol. 1V of The Problem
of Nutrition, A. 12 (c}. 1936, 1. B (Geneva, June 24, 1936), p. 43. No estimate is given for
Sweden, but the comment is made that it might be as high ae 63 gallons, and that this figure
possibly “includes skimmed milk and/or cheese” (p. 80).

13 Brazilian figures place per capita coffee consumption at over 20 pounds.

14 Other countries with & high per capits consumption of coffee consumed the following
namber of gallons of milk and cream per hesd, on the average, for the period 1930-34: United
States, 39; the Netheriands, 30 {very rongh); Switzerland, 58. See League of Nations, Sa-
tissics of Food FProduction, p. 43. i5 Imperial Economic Committee, Coffee, p. 43,
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coffee served (the Committee admits that this reputation is justi-
fied), it is difficult to understand how the taste acquired over
generations by a minority group should be an obstacle to intro-
ducing cheaper bulk coffees, if by lower prices coffee consump-
tion might be encouraged. The sentences following the above
quotation reveal the real concern of the government body:

Should such a change in taste be brought about, it would require a very con-
siderable increase in general consumption te compensate for the loss which
Empire producers might at first sustain. Moreover it is not certain how far
the position of London as the European centre for mild coffees might not be
prejudiced.1®

If this official attitude is really representative of the trade
as well, it is not surprising that it is the “‘general opinion among
competent judges that the chances of any considerable increase
of coffee consumption in the United Kingdom are slight” (p. 42).
The Committee does, however, rightly point out that regaining
the lost art of preparing a good cup of coffee for the table is
most important. Among the shortcomings common in Great
Britain are insufficient quantities of coffee used in making the
beverage, serving coffee in public eating places with a standard
amount of milk instead of permitting the consumer to make
adaptations according to taste, failure to use fresh coffee and
to appreciate the importance of purchasing at frequent inter-
vals according to requirements, adulterating coffee with chicory,
the absence of regulations indicating the amount of chicory
present in a blend, and distributor ignorance and apathy. Out-
side observers are frequently critical of roasting practices in
the Uniled Kingdom as well as of merchandising and brewing
techniques.

In considering ways and means of stimulating the demand
for coffee the Committee states that,
we have come to the conclusion that success in any general effort on behalf
of coffee in the United Kingdom is most likely to be achieved if the whole
force of that effort is directed to the single ohject of removing the still preva-

lent misconceptions concerning the essential conditions of a good cup of
coffee, and the ease with which it can be prepared. . ... (p. 48)

Granting the utmost importance of education in the preparation
and use of coffee in any program of demand creation, it seems
16 1bid,
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nevertheless that much could be done to lower the price of cof-
fee in the United Kingdom, especially in the absence of high
import duties.

A price reduction might come through the use of more bulk
coffees in blends, at the same time eliminating chicory, which
has been used in the ratio of one pound to every five pounds of
coffee consumed. Despite the fact that London has dealt in high-
quality mild coffees for a long time, there seems to be no funda-
mental reason why potential coffee consumers in Great Britain
would not accept bulk coffees in blends, as most coffee-consum-
ing countries have done for generations. Furthermore, coffee
merchandising as conducted in the United States, for example,
should narrow the spread between import and retail prices, thus
further reducing the cost to the ultimate consumer.

Although the United Kingdom and the British Empire tend
to prefer tea to coffee, the strength of habit and custom in con-
sumption can be easily overestimated. That is not to say that
the British could be converted to coffee drinkers in any short
span of time. The essential point is that potentialities do exist
for expanding coffee consumption in the United Kingdom, just
as tea consumption in coffee-drinking United States can be en-
larged.

Expansion in the consumption of one beverage is not neces-
sarily at the expense of the other. This is demonstrated in both
the United Kingdom and the United States. Whereas on a per
capita basis the consumption of coffee has very gradually de-
clined in the United Kingdom and consumption of tea has de-
clined somewhat more in the United States, the fact that total
consumption could approximately double since the 1870’s
(Chart 3) is an indication that there was ample room for ex-
pansion of one beverage without necessarily jeopardizing the
position of the other. Even more striking is the contrast shown
in the lower part of Chart 3, where per capita consumption is
expressed in terms of cups. Because one pound of tea makes
four to five times as many cups of beverage as one pound of
coffee, the curve for the United Kingdom rises much more
sharply than that for the United States, and this indicates that
the British water intake in beverage form is far greater per
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capita., In terms of aggregate consumption, of course, both
products have expanded in use in both countries along with
population growth,

Cuarr 3—Pzer Carita Consvmrprion oF Corree axp Tea N THE UNITED
StaTEs AnND IN THE Unitep Kingpowm, 1870-1940%
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* Data from statistical abstracts for esach country, various years. The smoothed curve
for per capita coffee consumption in the United States is a 4-vear moving average smoaothed
by a 2.year moving average. One pound of tea makes 180-200 cups of beverage and one
pound of roasted coffee 3540 cups. For convenience, the higher figures have been used,
and 1.2 pounds of green coffec have been considered equivalent to 1.0 pound of rossted.

In long-range planning, therefore, the predominance of one
or the other beverage in consumption need not close that mar-
ket to the other. Admittedly it is easier to induce coffee or tea
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drinkers to consume greater amounts of the beverage preferred
than it is to convert one to the other. Broad industry policies
for the long pull, however, will not neglect the essential ground
work of demand creation in unpromising markets so long as a
favorable relationship exists or can be established between
prices and purchasing power.

CONSIDERATIONS IN PROMOTING CONSUMPTION

The use of coffee, like that of any other product, may be
encouraged in many ways; but only some of the circumstances
and conditions necessary for the promotion of consumption can
be influenced by the coffee industry. Growers have considerable
influence over quality, and the behavior of growers, traders, dis-
tributors, and governments, in the aggregate, is the chief price-
determining factor. But the industry has little influence over
consumer purchasing power or government policies with regard
to duties and taxes on coffee imports and consumption. These
considerations are all basic in coffee consumption. Neverthe-
less, the desire for coffee must be stimulated before questions
of availability, quality, and price have any significance. Hence,
the discussion that follows deals chiefly with the coffee indus-
try’s problem of stimulating demand that should lead to con-
sumption under favorable conditions of price.

Promotional efforts of producers and merchants designed
to sell more coffee have had a long-term cumulative effect upon
demand. Directly or indirectly, such efforts are educational in
that they inform large groups of consumers on the purchase and
use of coffee. The implied objective is always to create satis-
factions that will encourage greater use of coffee, especially of
some particular brand. Sometimes important concerns within
the industry have employed methods in attempting to establish
the merits of their own brands that have tended to take business
from competitors without contributing anything to total demand
for all brands of coffee. As in most industries, various conflicts
of interest appear within the coffee industry, both in producing
and consuming countries. In any future international scheme
of regularization, far more attention than heretofore needs to
be given to the effects of these conflicts on coffee consumption.
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DEMAND CREATION IN THE UNITED STATES

Even in the United States, where per capita consumption
has increased notably during recent decades, certain factors
continue to retard and restrict an expansion in the use of coffee.
Were it not for these, even more progress in consumption might
have been made during the past decade when conditions gen-
erally favored expansion. One important reason for the failure
of coffee consumption to expand more rapidly with low prices,
improved quality, and better brewing equipment, has been the
conflicting counsel to consumers from varied interests within
the industry. Consumer education remains faulty as a result,
and countless homes and public eating places continue to brew
a concoction that has small right to be called coffee. A greater
expansion in consumption is hardly to be expected under such
circumstances.

Divergent interests within the industry and conflicting coun-
sel, though sometimes unavoidable, nevertheless adversely ai-
fect the growth in coffee consumption in a2 number of ways.
Although there will probably always be legitimate differences
of opinion on such matters as the best method of making a cup
of coffee, there are in fact several satisfactory procedures. The
insistence upon one best way, or the best method for a particular
brand, is unnecessarily confusing to the consumer. Many roast-
ers maintain that good coflee cannot be made unless the grind
conforms to the type of equipment used.”” Others advertise and
sell an “all purpose” grind for any kind of equipment. Some
emphasize, correctly, the utmost importance of freshness in
coffee. At the same time, the grocer may offer the consumer
attraclive price concessions on quantity purchases. Stocking up
by the housewife is a mistake unless purchases of ground coffee
are in units that can remain sealed from air until ready for use,
and no more than, say, ten-days’ supply is open or exposed at
any one time. When the buyer using a pound of coffee a week

17 Authorities on coffee making sppear to agree that too coarse a grind does not permit
rapid and complete extraction of flavor and that a grind so fine that all of the cells are broken
is undesirable in that both flavor and aroma are adversely affected. Uniformity of grind is
also a {actar and may explain why some roasters believe that one uniform grind of & certain
fineness gives better results than a cheice of grinds of different finenesa less uniform in com-
position. For an account of developments in coffee making in the United States and prevailing
differences of opinion, see Ukers, op. cir., pp. 646-55.
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purchases a 2- or 3-pound can to save money, it is very likely
that the last of the coffee so purchased will not be as satisfactory
as the first, when freshly opened. Last impressions are the
most important in brand preferences; yet many a merchant,
eager to build his volume of sales, neglects to consider the long-
run effects of failure to serve the consumer’s best interests,'

Then, too, much coffee has been sold in recent years on the
basis of the premiums offered. This is an “old reliable” for
the merchandising of many consumer goods, but it remains an
open question whether or not in the case of coffee such methods
contribute anything to aggregate demand as distinguished from
the demand for one competitive brand as against another.

Furthermore, at times overemphasis has been given to the
container in which coffee is packaged, and the consumer has
been tempted to purchasé a container first and coffee only
secondarily. Sometimes emphasis on the container has been
related to stressing the importance and desirability of coffee
freshness. This can be a constructive influence in consumer
education, but sometimes only the beauty, utility, or re-use
possibilities of the container are made the central theme of
merchandising. Differences in merchandising methods among
competing coffee roasters and distributors need not become a
factor in confusing the consumer if correct emphasis is placed
upon the commodity itself.

Attention has also been diverted from the commodity itself
by the emphasis placed upon coffee-making equipment during
recent years. This is suggested, at least, by the great variety
of utensils on the market “guaranteed” to solve all coffee prob-
lems in the home. But this emphasis on equipment seems to have
been encouraged by some roasters in recognition of the impor-
tance of educating the consumer in coffee making. Other dis-
tributors have carefully avoided any recommendations.

Despite substantial progress in coffee-making devices, there

18 The most ridiculous example of poor merchandising of coffee to come to the writer's
attention was the case of 8 grecer in Sar Francisco who catered to the demand among certain
groups for special blends of coffee. He sold one customer a year’s aupply of roasted and
ground coffee, packed in large unsealed glass jars with the owner's name on each, Alter
about one month, the purchaser lost all enthusiasm for the special blend, and it was many

months before she finally shandoned the unused supply and resumed an interest in & com-
mercially branded cofiee.
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seems to be a big field for simple, foolproof, and inexpensive
equipment.® Such devices are already available, but they seem
to have less appeal than the more expensive novelties, gadgets,
and complicated equipment that are almost impossible to keep
clean. The coffee industry’s task of encouraging coffee con-
sumption will be greatly simplified when users possess simple,
satisfactory equipment, correctly employed.”

Ordinary coffee, well made, gives more satisfaction than
good coffee poorly prepared. But no type of coffee-making
equipment, however satisfactory, can take the place of good
quality fresh coffee, carefully prepared, with an adequate
amount of coffee used with fresh water. Most coffee roasters
suggest the importance of accurate measurements in making a
good cup of coffee, but few bother to emphasize the importance
of clean and “‘sweet” making utensils, or fresh and fully boil-
ing water. Some have learned that it cannot be taken for granted
that coffeepots are always ‘“‘clean” in the sense that the pro-
fessional uses the term, or that fully boiling fresh water means
something more than hot steaming water in many a home.

Until there is more of a united front within the industry and
those serving it on such matters as freshness, grinds, making
methods, and equipment, the broad educational work needed
among consumers cannot be fully effective. No one of the many
miner matters above mentioned can alone be said to affect ad-
versely the spread of the coffee-drinking habit. Taken together,
however, they constitute a real obstacle that must be overcome
if the indusiry expects a growth in consumption beyond that
which will likely result from mere population increase in pres-
ent coffee-drinking countries.

Although no institution exists in the United States that is
comparable with the earlier coffechouses of Europe, public din-
ing places have always exerted a certain influence upon home

19 [n view of the long evolution of coffec-making devices, employing cssentially the same
basic principle, it is somewhat surprising that present-day equipment is not more highly
standardized.

20 It has been suggested to the writer that perhaps the emphasis upon coffee-making
equipment has bad the cffect of expanding consumption, at least in the statjstical sense,
because of the waste involved in processes that result in only partial use of the coffee grounds.
In other wards, unsatisfactory equipment and brewing methods may result in using more
coffee per cup of beverage made. When coffee is plentiful and chenap, the waste may not be
important, but it is the satia{action to be derived from coffee drinking that creates a demand
for coffee and nothing else.



POTENTIALITIES FOR EXPANSION OF CONSUMPTION 83

eating customs. Fashions in food, methods of preparation, serv-
ing, and so on, frequently originate in the more distinctive type
of restaurant. Restaurants and other institutions are said to
consume about one-fifth of all the coffee sold in the United
States.™

The public eating place that serves a good cup of coffee
helps to increase coffee consumption in several ways. Extra
cups are sold and consumed as the popularity of such places
tends to increase.”” Indirectly, such places frequently stimulate
coffee consumption in the home. The husband’s comparisons
or complaints tend to stimulate efforts to improve the quality
of the coffee made at home. Coffee making is a fairly common
subject of conversation among housewives.

Such items as the cost of sugar, cream, or milk, if used, and
also a portion of the investment in a making utensil, are ordi-
narily not regarded as important and probably have little in-
fluence on consumption in the home. In public eating places,
however, they must be given careful accounting and are some-
times more important than the cost of the coffee. In the typical
restaurant, the price of a cup of coffee, like many other items,
is fixed by custom and does not vary with the operator’s costs.
The profit on a cup of coffee is usually above the average profit
on most restaurant items, but it may be curtailed either by high
costs for cream, sugar, and coffee, or by the lack of control over
the use of the accessories, sugar and cream.

Ordinarily the restaurant operator will attempt to compen-
sate for a higher food cost on the cup of coffee served, by re-
sorting to one or more of several methods. He may use less
coffee per unit of water, purchase a cheaper, lower quality

blend, buy in larger quantities in order to effect savings,” use

21 According to an OWI-OPA press release of Oct. 28, 1942 (OPA-1039).

22 Restaurant patronage falls off markedly in depression, but there is some reeson to
believe that coffee consumption does not decline correspondingly. Meals tend to be simpler
and less expensive, while coffee tends to improve in guality and become & more important
part of the simpler meal. At Jeas: this wes the situation during the depression of the early
1930°s.

25 Buying practices of public eating places influence both the guality and price of the
coffee served, and hence the volume of consumption. Inferior results &ll around frequently
result from patronizing suppliers of “hotel blends™ which are usually sold at premium prices,
but included &re many “services’’ such as coflee-making equipment (sometimes loaped),
filters, cleaning compounds, and 20 on. In order to provide such services, the supplier fre.
quently must skimp on the quality of the coffee sold.
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smaller “creamers” to cut cream consumption, keep sugar bowls
one-quarter to one-third full instead of half-full to full in order
to curtail use of sugar, adulterate coffee with chicory or a cereal
““stretcher” and, in the poorer type of establishment, re-use cof-
fee grounds. All of these practices tend to discourage coffee
consumption in public eating places, usually because the cup
served is less satisfying.

Standard item that it is, there is still considerable variation
in price policies for a cup of coffee in different types of public
eating places. A cup of coffee may sell for 5 or 10 cents for
one cup; 10 cents for as many cups as desired; 10 to 25 cents
a pot, and so on. When coffee sells at a fixed price per cup, more
control is possible than when customers are given as much as
desired. Coffee is commonly included in “combinations,” i.e.,
plates, special breakfasts, lunches, or dinners, because it is the
most popular beverage and ordinarily the cheapest. Whatever
the practice followed, a definite relationship can be found to
exist with the amount of coffee consumed in the establishment.

DEMAND CREATION IN EUROPE

Increasing the demand for coffee in European countries in-
volves many of the same considerations as in the United States;
yet there are important differences. These differences are not
only regional and economic but psychological as well.

In the United States, taste preferences are far more uniform
than they are from one European country to another. Ideas as
to what constitutes a good cup of coffee vary in a more marked
fashion. Customs in use differ more significantly. Milk instead
of cream is far more commonly served, the brew tends to be
stronger originally and is then diluted, and adulterants are a
factor of appreciable importance in consumption. In most coun-
tries the beverage is prepared by infusion, but in the East and
some other places it is prepared in the form of a decoction
{(“Turkish coffee”). Sugar is used in some places in about the
same proportion as the beverage, as is the popular Brazilian
custom. Competition with other beverages, but especially wines
and beers, is greater than in the United States, partly because of
different habits of eating and types of meals, and partly because
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of the generally higher cost of cofiee and accessories in many
European countries. Making equipment probably has more
influence on consumption than in the United States, and home
grinding and roasting are more common.

The factors which account for different levels of per capita
coffee consumption in Europe have already been discussed. It
is plain that methods of approach to the problem of expanding
coffee consumption are necessarily different from country to
country. Effective approaches, like those for selling any prod-
uct ot service, must be in terms of the wants of the prospective
consumers. Their desires are fundamentally similar, but they
are expressed in sufficiently diverse ways to make separate
analyses desirable of all the varied factors that affect consump-
- tion. This is not the place for the recommendation or formula-
tion of coffee promotional campaigns. It is appropriate, how-
ever, to emphasize the point that in the modern history of coffee
far too little attention appears to have been given to consump-
tion potentialities, and that too much concern has been given to
strictly short-term producer efforts at production control and
market manipulation.

An interesting contrast with coffee is provided by the ex-
perience with potash, a commodity with an even longer history
under controls.** The German Potash Syndicate had control of
superabundant supplies with a limited market. The most im-
portant use of potash today is for fertilizer on farms, but
demand had to be created for it through scientific research,
propaganda, and educational work over a long period of time.
The farming habits of world agriculturists had to be changed;
and in the absence of such change farmers would have remained
indifferent to potash regardless of its price. The farm demand
for potash, like the demand for coffee, is relatively inelastic;
yet the Syndicate’s effective promotional work stimulated de-
mand in a remarkable fashion. Unlike coffee, once potash is
adapted to the farm, its continued use depends more upon gen-
eral conditions of farm prosperity than upon its market price.
Once consumers acquire the coffee-drinking habit, continued use
seems to depend more upon price than upon income.

24 ;, 'W. Stocking, The Potash Industry (New York, 1931), pp. 32-23, 79 {1,
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At the termination of the war a difhicult reconstruction pe-
riod will follow. Europeans, after years of privation, will be in
need of food, clothing, and all types of materials and equipment
for rehabilitating themselves. Delays in providing such essen-
tials will be inevitable. Morale will undoubtedly be low. Per-
haps the coffee industry could make no greater contribution
to the restoration of morale than by providing coffee-starved
Europe with ample supplies of good growths, as promptly as
feasible after the cessation of hostilities. At the same time the
industry could do itself immeasurable benefit. Stocks will have
accumulated during the war which will present a problem of
disposition. Purchasing power in the European market will be
low. If the industry delays by haggling over price, or if it uses
Europe as a dumping ground for inferior coffee, it will miss a
once-in-a-lifetime opportunity for developing the important con-
tinental market far beyond anything previously known.*

Undoubtedly there is a very large potential demand for
coffee from among millions of consumers who have never had
the chance to acquire the taste for it. Demand creation within
such groups is definitely a long-term undertaking and must be
approached in a quite different manner from methods that
recommend themselves in countries where coffee drinking is
already established.

Readjustments following the war will determine whether or
not coffee, like many other commodities, will be burdened by
the imposition of heavy export or import duties and taxes. It
will be more difficult to reach understandings with consuming
countries and to create a stronger demand for coffee than to
effect producer agreements on output, the disposition of sup-
plies, or the control of prices; but emphasis on the former
objectives offers unquestionably greater promise of lasting
benefits,

25 At a meeting of the Inter-American Coffee Board on January 21, 1943, a resolution
was passed recognizing this oppertunity. See p. 209.



CHAPTER VII

ECONOMICS OF COFFEE PRODUCTION

Since coffee first became appreciated as a beverage in Eu-
rope during the seventeenth century, the center of coffee produc-
tion has shifted several times. Yemen, a province of Arabia and
home of the true Mocha coffee, supplied the world’s needs until
about 1690. Later, and until about 1830, the West Indies be-
came the principal producing region and London the chief trad-
ing center. Then Java took the lead until the end of the 1860s,
and Amsterdam and Rotterdam became the market places. Fi-
nally Brazil achieved dominance, first with Rio coffee—New
York and Havre became the trading centers—and then, from
the late 1880’s until World War I, with Santos coflee, as Havre
and Hamburg emerged the leading market places in Europe.
For the past two decades New York and the Brazilian ports of
Santos and Rio have constituted thé most important trading
centers, and Santos coffee has retained leadership, but the mild
coffees from Colombia and other Latin American countries have
become increasingly important in production and trade.

DEVELOPMENT OF THE COMMERCIAL COFFEE INDUSTRY

The first great development of the commercial coffee indus-
try took place in Java and Ceylon, and reached a peak about
1875. When its industry was destroyed by a leaf blight, Ceylon
turned to tea; Java, meanwhile, was gradually losing ground to
Brazil.

It was the Continental Blockade and the development of the
beet-sugar industry in Europe that gave Brazil the initial incen-
tive to shift from sugar-cane production to coffee. Favorable
climate, huge tracts of virgin soil, and abundant cheap labor pro-
vided ideal conditions for a rapid expansion of the industry.
Brazil exported only 13 bags of coffee in 1800, but by 1840
over a million bags were being shipped overseas annually. By
the middle of the century, Brazilian production accounted for
approximately half the world total. Since then Brazil’s output

87
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has frequently reached three-quarters of aggregate world produc-
tion, though in recent years three-fifths has been the more com-
mon proportion.

Although over 50 countries or colonies produce the world’s
coffee crop today, a dozen Central and South American nations
account for 85-90 per cent of the annual output (Table 2,
p- 19). Of these, Brazil remains by far the largest producer,
with around 60 per cent of the world total, while Colombia
leads all other countries but grows only 10-12 per cent of the
aggregate output.

If coffee were not a crop produced almost exclusively in
tropical areas and consumed chiefly in temperate United States
and Europe, much less would be known of the historical prog-
ress of world coffee production. As 1t is, the record of exports,
exportable crops, or receipts at shipping ports must very largely
be relied upon as a measure of production. Actual coffee output
is known for very few countries, and statistics on the area under
coffee, the number and age of trees, yields, and similar matters
are but poorly recorded. They are much more unsatisfactory
for pertods as recent as prior to World War I. This is partly
because coffee is grown chiefly in countries where the statistical
departments of governments are not highly developed, and
partly because it is especially difficult to secure and maintain
statistics of tree crops on a satisfactory basis.

Until the early 1920’s—with the exception of a few years
during World War I when stocks accumulated in producing cen-
ters—the record of exports provided a sufficiently satisfactory
measure of production. Exports continued to be a satisfactory
measure of production for countries producing mild coffees
until World War IT and the closing of the European market.
They were not plagued with carryovers of any importance. In
Brazil, however, port entries were controlled, beginning with
the 1923-24 crop, and stocks were held in the interior. The offi-
cial returns of receipts at Brazilian ports were no longer a satis-
factory measure of production. Retention of stocks in the in-
terior gave rise to various methods of calculating the size of each
year’s crop. Estimates varied widely, according to the method
of calculation used by different authorities. The data on world
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stocks compiled by trade sources became less significant as more
and more of the total supply was held in Brazil, subject to chang-
ing government policies; and information on the size of these
stocks became less satisfactory. As they accumulated, and the
coffee-destruction program was inaugurated in the early 19307,
the Brazilian production and stocks position became increasingly
hazy. Even to this day the size of each year’s erop is not known
accurately, and no official reports on total stocks have been
issued for several years. Unofheial estimates made in the United
States are neither confirmed nor denied in Brazil.

At present there are two Brazilian sources of information on
coffee production, the National Coffee Department (Departa-
mento Nacional do Café, or DNC), an autonomous body sub-
ordinate to the Ministry of Finance," and the Department of Pro-
duction Statistics of the Ministry of Agriculture. Statistics of
the DNC are based on railroad shipments: “Brazil cofiee is in-
cluded in the statistics only when delivered to the railroads for
transportation to sea ports and large cities; all home consump-
tion, therefore, except that of the ports and large cities, does not
appear in statistics of production.” Statistics of the Ministry of
Agriculture, “the only official authority having charge of the
statistics of production in Brazil,” are said to represent actual
crops harvested each season. Estimates of domestic consumption
are also issued by the Department of Production Statistics. Dif-
ferences between statistics of this Department and those of the
DNC, as well as unofficial estimates, have been enormous, espe-
cially since about 1927. The DNC statistics have been used in
the present study as they agree fairly closely with commereial
estimates and are far more useful in interpreting Brazilian cof-
fee policy.” Developments within the coffee world, moreover,

1 The DNC describes itself as “the largest independent organization of directed economy
in the world,” and its work as “the tost successful example of directed economy ever wit-
nessed by the modern world.” Sec its boaklet The ABC of Coffee (Rio de Janeiro, 1941).

2 For a compatison of the statistics from each source, as well as other pertinent notes on
Brazilian coffee siatistics, see J. W, F. Rowe, Studies in the Artificial Conerol of Row Material
Supplies: No. 3, Brazilian Coffee [hereafter cited as Brazilian Coffee] (London and Cam-
bridge Economic Service, Special Memorandum No. 35, London, 1932), p. 85; L. B. Bacon
and F. C. Schivemer, ¥orld Trade in Agricultural Products: Its Growth, lis Crisis, and the
New Trode Policies {International Institute of Agricultare, Rome, 1940}, p. 350; International
Institote of Agriculture, International Yearbook of Agricultural Staiistics, 1933-34, pp. 803~
05; ihid., 193940, pp. 1076-77.

The following tabulation illustrates the siriking differences between the production sta-
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are in part a reflection of appraisals by growers and the trade on
the basis of the information available or acceptable at the time,
regardless of its quality. Nevertheless, the failure of DNC sta-
tistics to represent actual production, and delays in issuance of
the official production estimates, leave much to be desired.

Any analysis of world coffee production and supplies must
center around Brazil, the dominating factor in both. When the
Brazilian statistical picture is blurred, it is impossible to pro-
vide a very precise view of the world situation. This lack of pre-
ciseness, however, does not alter the essential factors of the sit-
uation. These stand out clearly for the two interwar decades,
the period of present interest.

For over a decade the world’s supply of coffee has greatly
exceeded consumption requirements at the prevailing levels of
price and demand. Surpluses accumulated in Brazil, where huge
quantities were destroyed for lack of markets. Although periods
of overproduction are nothing new in the economic history of
coffee, none has lasted so long. The question may be legitimately
raised as to why supply has been so slow in adjusting itself to
demand. The growing and harvesting of coffee in Brazil, only
to transport it to appropriate places for mass burning, does not
seem to make economic sense. Brazilian dictatorship over the
coffee world can no longer be held responsible, for attempts at
artificial price control bave been largely abandoned. The ex-
plantation for the slow adjustment in coffee production and the
apparent prolonged defiance of so-called economic laws lies

tistics of the DNC and the Department of Production Statistics (in million bags of 60 kg.):

| Dept. Dept.
Marketing DNO | Calendar| PFrod. Marketing DNC | Calendar| Prod.
Year Year Statlstics year year Statlatics

5., 15.5 126 16.0 1632-33...........| 1.8 1933 29.6
19%-27........ 15.8 1927 18.3 193534 ... 9.6 1934 9.5
1927-28 7.1 1928 27.8 1934-35 18.2 1935 18.8
1928-29.....,., 13.6 129 26.3 1635-36. . .ccvnen 20.9 1936 26.3
1929-30........ 8.2 1930 2.2 1836-37....ocvnns 26.4 1887 22.5
1930-31 16.6 1031 21.7 1937-38.... ..., 2.5 1938 22.1
1931-33........ 25.3 1952 2.8 193630, .......is :B.1 1989 0.8

8 J. F. Guedes, President of the DNC of Brazil, described the abandonment of a historic
policy when he states that November 1937 “marks the beginning of the Ere of Brazilion Re-
demption™ (Brazil, 1938, A Survey of Brazilian Life, Economic, Financial, Labour, and Social
Conditions from a General Point of View, Inatituto Brasileiro de Geografia e Estadistica, Rio
de Jantiro, 1939}, p. 116.
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partly in conditions inherent in coffee culture and partly in psy-
chological considerations.

IMPLICATIONS OF COFFEE-TREE CULTURE

The time factor of production is perhaps the characteristic
of greatest economic importance in coffee culture. Although
within reasonable limits production is a known quantity, it can-
not be controlled; yet some substitute for direct control of pro-
duction seems necessary if serious maladjustments are to be
avoided in supply-demand relationships. Certain facts about
the coffee tree are well known, and certain implications of these
facts are apparent. Other implications of coffee-tree culture,
however, need to be reviewed if one is to acquire a sympathetic
understanding of world coffee history over the past few decades.

Like every other perennial® the coffee tree has a life cycle
during which it grows to maturity, reaches maximum bearing,
and then gradually declines in productivity until its yield is in-
sufficient to compensate for the cost of tending. The life span
of perennials varies from a few years to several decades, but
coffee trees (like rubler trees) are long-lived, and their period
of commercial bearing, while by no means uniform, extends over
many years.

Unlike most perennials, the coffee tree has during its bearing
period what might be termed a health cycle. During this cyele it
is alternately “rested” and capable of producing a large crop,
and “exhausted” and unable to yield heavily. This cycle of vigor
is of relatively short duration, usually two or three years, but
seems by no means fixed; and it may be lengthened by damage
due to frost, cold weather, or drought which necessitates a longer
recovery pertod. The yield of the coflee iree is strongly influ-
enced by weather; yet favorable weather alone will not produce
a bumper crop unless it happens to coincide with the “rested”
period in the health cycle of the coffee tree. Thus, in forecasting

4 Plunte are classified as annuals or perennials chicfly on the basis of the Iife span of their
underground stems. Since extreme variations in seasonal temperatures tend 10 reduce the
Yife span, perennials are especially well suited to seasonless tropical countries. They are also
well adapted to hillsides where annuals will not thrive becanse of the difficulty of cultivation
or of water retention. In the various intetnational control schemes for agricultural products,
perennials have figured prominently because of the dificalties in tapid adjosiment of outpat.
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a future crop, recent experience is given weight as well as weather
conditions during the current growing period.’

The interval of four or five years between planting and har-
vesting a crop, the uncertainties of weather, and the particular
phase of the life and the health cycle of the trees, introduce vari-
ables of such magnitude that no practical possibility exists of ad-
justing production to short-term surpluses or shortages in sup-
plies. Farmers can adjust the acreage of annuals rather quickly,
but the coffee-plantation manager needs several years to add to
productive capacity, and he would no more think of destroying
existing trees to reduce output over the near term than a manu-
facturer would consider scrapping machinery because supplies
had temporarily outrun sales. The manufacturer, however, can
stop production and let machinery lie idle, whereas the coffee
grower continues operations even though his crop is picked only
to be destroyed.

Although the planting record over many decades suggests
easy and even careless expansion of the area under coffee, the
spectacular increases in productive capacity should not be in-
terpreted as a sign of comparatively riskless enterprise. During
the four to six years of waiting for trees to come into commercial
bearing, the grower must advance large sums of money for
which he receives no immediate return.’ In the meantime, mar-
ket conditions may have been radically aliered. A satisfactory
crop from a commercial standpoint may come sooner after
planting if market prices are in a favorable relationship to pro-
duction costs, or one or two years later if they are not. When
many planters have the same ideas about planting, the indi-

5 Investigations in Hawaii have shown thet variations in coflee yields are highly correlated
with rainfall and that “rainfall occurring during the year in which new fruiting wood is being
produced is significantly related to the succeeding vear's yield of coffee. In other words, the
rainfall that is related to the seasonal Auctuations in coffee yield does not occur in the year
of blostoming, maturing, and harvesting of the chierries.” L. A. Dean, “Relationships between
Rainfall and Coffee Yields in the Kona District, Hawaii,” Jeurnal of Agricultural Research,
Aug. 1, 1939, LIX, 220.

8 Sometimes, as in Brazil and Java, catch crops are planted between rows of coffee during
the gestation period and even the bearing period. This helps in a small way to realize some
return from land planted to coffee, but it is & practice tending to reduce the fertility of the
eail for coffee and hence adversely affects vields. Each grawer must weigh the returns thus
derived against the disadvantageous efiects on yields and onit production costs. It is esti-
mated that, during the early years of the Great Depression, probably B0 per cent of the total
arca under coffce in Brazil was interplanted, with the result that yields may have been lowered
by 10 to 20 per cent. Rowe, Brazilian Coffee, p. 75.
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vidual grower is likely to find that when his trees are ready to
bear the market is poor and prices unremunerative, because
supplies have become excessive in relation to effective demand.

Such uncertainties make coffeegrowing a highly speculative
venture under any circumstances. Normally, capital for in-
vestment flows most readily into enterprises where there is op-
portunity for a quick return. When it is necessary to wait for
many years, the rate of profit expected is exceptionally high.’
In addition, when that anticipated return depends so largely
upon conditions entirely beyond the control of the individual
grower—oprincipally market conditions which are notoriously
unstable—the risk involved is tremendous.

The impulse to go into coffeegrowing, or to plant additional
trees, arises largely from opportunities for profit apparent at a
particular time. When prices are high in relation to production
and marketing costs, those who profit most are growers who
already possess bearing trees. Since capacity can be expanded
but slowly, these growers are protected from additional com-
petition for some years, and continue to make good profits as
long as market conditions remain favorable. But when large
increments to aggregate supplies finally materialize, all suffer
alike from the effects of overproduction. Demands for relief
and assistance then become general, and schemes of control are
put forward as a means of benefiting producers.

A decision to expand productive capacity, while motivated
primarily by current market conditions, is made on the assump-
tion that profit possibilities will be present for some years to
come. In other words, to justify the waiting period and all the
risks involved, the grower must assume that demand will in-
crease 1o such an extent that additional supplies can be readily
absorbed and that essentially the same supply-demand relation-
ship will prevail when his new trees begin to bear. Such long-
range demand anticipation seems not to have been very impor-
tant in the decisions of individual growers.® If it had, the ex-

7 Most of the cost of production computations cited on pp. 97-10¢ figure interest on in-
vestment at between 10 and 15 per cent. Profits are considered to accrue beyond this.

3 A majority of producers of agricuitural products tend to react in the same way to
changes in conditions of demand and supply that afect the profitableness of operativn. Grow-
ers themselves thus belp to create cycles in production, Statistics of United States preduction
of heef und dairy cattie, hogs, sheep, and other enimals illustrate this.
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pansion record of the coffee industry, especially in Brazil, would
show fewer extremes, would have been more gradual, and would
have extended over a period of time at about the rate of expan-
sion in world coffee consumption.

SCALE OF OPERATIONS AND COSTS

Capital and labor requirements of coffee culture make the
crop one well adapted to large-scale production. Throughout
the world much coffee is grown on estates or plantations, many
of them under corporate management. Yet the vast and well-
publicized fazendas of Sdo Paulo cannot be considered typical
of the industry, and conditions of production vary so greatly
from one part of the coffee world to another that generalizations
about the optimum scale of operations or representative levels
of costs are unreliable.

Costs of land and labor differ widely, while capital require-
ments are generally greater than for other typical plantation
crops such as rubber, sugar, and cotton.” Land values are high-
est in districts such as those in Sio Paulo with the famous red
soil. The range in production costs is wide, being highest in
districts where, through the stimulus of high coffee prices, culti-
vation has been extended farther from the ports and into places
with less suitable soil and climatic conditions. For many dec-
ades differences in labor costs between different growing regions
were less marked, but as the coffee-growing countries developed
economically those with the most rapid development were con-
fronted with rising labor costs and lost some of their competitive
advantage. The Great Depression, however, tended to level out
wage differentials among plantations within the same country.

The size of a coffee plantation is a relative matter. In Sao
Paulo almost half of all the coflee trees in the state are found
on estates having from 50,000 to 300,000 trees each, but over
half of the estates have fewer than 10,000 trees and less than
two dozen have a million trees or more. The world’s largest
coffee plantation, located in Sao Paulo, is said to have had, at
its peak, over 4.5 million trees. In comparison with the mil-

9 This impression is supported only by generalizations and not by comparative studies of
the financial requirements of various crops, mformation upon which is not at hand,
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liontree fazendas of that state, the 100,000- to 300,000-tree

plantations, which predominate, may be considered small; but
in comparison with the plantations (fincas) of Colombia they
are large. Some 87 per cent of all Colembian plantations,
around 150,000 in number, have fewer than 5,000 trees and
only .2 per cent have over 100,000 trees. Even the large estates
of Colombia would appear quite small in Brazil.”

The plantation system of agriculture has reached its highest
state of development in the European colonies of tropical south-
ern and eastern Asia. Here the scientific management of land,
the development of improved varieties, cultural practices, and
processing techniques, together with recruiting, housing, and
supervising labor, are handled in a manner comparable with the
methods employed by large-scale industrial enterprises. Lab-
oratories for testing and research have played an important part
in product and process improvement. Although a few very large
coffee plantations operate their own railroads, highways, ware-
houses, stores, and housing projects, management appears to
have been neglectful of the type of scientific research that has
contributed so much to the progress of some other plantation
industries. This is best evidenced by the fact that “coffee grow-
ing has been influenced only very slightly by agricultural science
and the yield per unit of area . . . . has not been increased to
any marked degree.”* Only during the past decade have there
been organized attempts to improve quality. These appeared
mainly in Brazil, where the diminishing competitive advantages
of Brazilian over mild coffees provided the incentive. True ex-
periment stations devoted exclusively to coffee have been in ex-
istence only since 1933.**

The use of the term “plantation” in the modern sense of a

10 The differences in cultural practices implied are discussed elsewhere (pp. 38—44).

11 International Institute of Agriculture, Coffee in 1931 and 1932, p. 12. Perhaps it is sig-
nificant that hardly any coffee plantations are owned ar aperated by companies that roast and
distribute the product. This is in marked contrast with sugar, rubber, and other tropical
plantation crops where vertical integration bas beep more common. The prospects of improy-
ing coffee by acientific seed selection and hybridization, however, are said to be promising:
“Investigation in India has shown that 60 10 70 per cent. of the crop is often borne by only
20 per cent. of the total number of trees in an average acre.” Imperial Economic Commitice,
Coffee, p. 35.

12 Bally, “Recent Efforts for the Improvement of Brazilisn Coffee,” International Review
of Agriculture, Januarr 1937, XXVIII, 16 T.
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system of agriculture is misleading when applied to really typi-
cal coffee estates. Although coffee culture is well suited to the
modern plantation system, a substantial part of the world’s cof-
fee is produced on small holdings comparable with the family-
size farm found in the United States. Aside from inability to
carry on desirable research and development work, the planta-
tion that is too small is handicapped in other ways. For ex-
ample, in Kenya and British East African possessions generally,
proper preparation for market and grading to uniform stand-
ards is rendered difficult because of the small size of estates and
the fact that they are scattered. The average estate is 150-200
acres. In Kenya there are a few over 500 acres, but these are
small in comparison with estates even in Central America. For
the benefit of the reputation of the coffee from a particular
region or country so situated, factory methods of preparation
and co-operative grading arrangements are recommended.”

For some years evidence has been accumulating that in the
older coffee-producing lands the soil is being exhausted, and
virgin lands are becoming scarcer and less accessible to trans-
port, so that a more scientific and intensive form of culture must
be practiced if production is to continue on a competitive basis,
This has been recognized in Brazil by certain observers for some
time. Writing in 1929, Muniz concluded:

Coffee cultivation in the state of Sac Paulo, with fully 600,000,000 trees
frankly decaying, is already passing through the last phase of its extensive
exploitation. The experience of other countries indicates the path we have
to follow; to intensify cultivation by adopting the measures advised by ex-
perience and science or let the production of coffee decrease and weaken
and completely disappear from our soil . . . . little has been done in the
way of preserving the fertility of the soil and cbtain higher productivity.
The use of fertilizers and the most modern agricultural methods is still in
its primordial days. . . . . 14

In 1932, James predicted a shift toward more intensive cultiva-
tion because of soil depletion, the tax on new planting, and the
spread of the coffee pest, Stephanoderes coffeae Hagerdorn, first

discovered in Sao Paulo in 1924.*°

1% Imperial Economic Committee, Coffee, pp. 25-26,

14 Dr. J. C. Muniz, in McCreery and Bynum, The Coffee Industry in Brazil, p. 75.

15 P. E. James, “The Coffee Lands of Southeastern Brazil,"” Geographical Review, April
1932, XXII, 244, This study contains useful maps picturing the spread of coffee culture, vari-
ation in yields, surface comfiguration, and climetic factors in southeastern Brazil, together
with discussion.
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Uncertainty of yields and their high variability from year to
year tend to affect growers” profils in an exaggerated fashion.
Poor yields raise unit costs of production, while high yields tend
to lower them, Because fixed costs on almost all types of planta-
tions average over 73 per cent of total costs, excluding interest
charges, the proportion that varies with the size of the crop is
relatively small. The largest single item in total costs is for
wages for the care of the trees, whether they yield a large or a
small crop and the largest item of variable costs is for wages of
picking,.

On this basis of 75 per cent. of the total costs fixed, it follows that if the aggre-
gate costs of a normal crop are taken as 100, the aggregate costs of producing
a crop twice as large as that normal crop will only be 125, while the aggre-
gate costs of producing a crop half as large as the normal crop will be as much
as 87%%. Conversely, if the cost per bag of the normal be taken as 100, the

cost per bag of the bumper crop twice as large will be 624, while the cost
per bag of the smaller crop will be 175,18

In view of varying conditions of production at any given
time, not only between coffee-growing countries but within the
different districts of each country and between estates of dif-
ferent size and with trees of different ages, estimates of average
costs of production are bound to be of very little value. In 1928
the American Trade Commissioner to Brazil made estimates of
the costs of producing cofiee in Sao Paulo, delivered to the com-
missario’s warehouse in Santos. On the basis of 1,000 trees with
an average yield of 47 arrobas (705 kilos or 1,551 pounds), he

put the various main items of total cost as follows in U.S.
dollars:*"

Interest on investment..............c.nnnnn $ 50.00
Interest on working capital, inclusive of crop-
carrying charges .........oviieiininnen, 9.65
Depreciation of 1rees . ..o ovevvrriiennannan .. 3.64
Cultivation .......ccveeiccrvnracnenancnnns 45.00
Picking ....coiiiiiiiiiiiii i 11.79
Transport . ..cvvevrereenvnnresneneconaens 20.35
Machinery costs with depreciation on bags. ... . {?gg
Administration .......... ... ciiiiiiian., 12.00
Taxes and commissario’s commission......... 12.84
Total ..o e, $210.82

18 Rowe, Brazilian Coffce, p. 41, 17 McCreery and Byoum, op. cit., p. 68.
P
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This calculation works out at 13 .6 cents a pound. Another esti-
mate made by Renato Caldeira, on a similar basis of yield, was
given by McCreery at 14.06 cents a pound.*®

The limitations of such average figures are suggested by still
ancther compilation. In his 1928 cost investigation for the Sdo
Paulo Institute, Muniz'® studied typical fazendas in three dii-
ferent kinds of zones within the state:

Age of trees Yield per 1,000 trees
Zone (years) (arrobas)
O .............iiiiiiin, 30-60 a7
Intermediary ............... 3040 55
New ooiriiiinriiernnnnn. . 420 70

Since the so-called normal yield of different estates varies from
25 to 200 arrobas per 1,000 trees, calculations based on these
different types are more revealing than those given above based
on a yield of 47 arrobas. Still, the lack of data on the number
of trees classifiable according to yield makes it impossible to
arrive at average figures that can be accepted with any confi-
dence.”

Muniz’s figures were accepted and used by government offi-
cials and growers for the purpose of justifying the level of prices
in 1928 and 1929, and are probably too high.** They showed
total production costs (including interest) ranging between 11.8
cents per pound for the New Zone to 15.5 cenis for the Old, the
figure for the Intermediary Zone being 13 cents a pound. The
various factors responsible for these differences need not be dis-
cussed here; certain important cost items, especially for labor,
have changed so greatly that the data have limited value in re-
flecting today’s conditions. Information on production costs is
very scanty for most countries and at best is of doubtful value
for comparative purposes.”

18 McCreery and Bynum, ap. cir., p. 69. 19 1bid., pp. 69-75,

20 Nat even the total namber of trees in Brazil is known with any degree of sccuracy, snod:
estimates vary by hundreds of millions. See International Institute of Agriculture, Coffes in
1931 and 1932, p. 24. 21 Rowe, Brazilian Coffee, p. 41.

22 The basic limitations of cost data are by no means confined to coffee, but apply gen-
erally to agricultural products, even in the United States. “Statistics of money costs of pro-
duction are inherently untrustworthy . . . . practically no farm cost study can be found to
which reasonable objections cannot he raised regarding the accuracy of the data; . . . . few
investigations are properly comparable with one another . . . . Variety, not umiformity, is
characteristic of farm costs of production. Consequently average costs are not to he accepted
ss representative . . . ° M. K. Bennest, Farm Cost Studies in the United States (Food Re-
search Institute, Miscellaneous Publications 4, Stanford University, Calif., 1928), pp. 260-61.
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Brazil has always been considered the low-cost coffee pro-
ducer of the world, though admittedly its advantage has be-
come less pronounced since the 1920’s. The cost figures cited
above seem to center around 13 or 14 cents a pound for the late
1920’s when expenses and selling prices were both high. It must
be borne in mind, however, that at this time there may have been
some bias in the figures in order to justify price-supporting
measures that kept Brazilian coffee prices at an unquestionably
high Jevel on the world market. For approximately the same
period, general estimates of total production costs in Central
American coffee-growing countries seem to center around 11 to
13 cents a pound. The discrepancies are not worth attempting
to reconcile at this time.

A recent study by Piza points to the rising costs of coffee pro-
duction in Brazil during the 1930°s; yet he shows them to be
lower in the aggregate than Muniz's figures of a decade earlier,*
After citing the decline in yields, the difficulties with labor, the
increased tax burden, currency inflation, and the greater inci-
dence of pests, Piza’s figures show that at the time the estimates
were made (presumably in 1939 and 1940, when Santos 4’s
were selling in New York at not much over 7 cents a pound)
growers were generally losing money. His classification of rep-
resentative estates was somewhat different from Muniz’s, as
were the items of expense included. Nevertheless, the range in
costs (delivered at Santos) between old and new plantations may
very roughly be compared with data for the earlier period com-
piled by Muniz.

In 1928 coffee-production costs, on the average, in Sdo Paulo
apparently ranged between 130$620 and 1718060 per bag of
60 kilograms, equivalent in U.S. currency to 11.8 to 15.5 cents
a pound. In 1939 or 1940 the range between New and Old Zone

23 Production-cost estimates for Central American countries are based upon figures sup-
plied “by various consuls and by numerous cofiee growers” and quoted in Hearst, “Coflee
Industry of Central America,” Economic Geography, January 1932, VIII, 61-62. Reduction
of interest rates (presumably in the early years of the depression) “‘reduced production costs
about one and one-half cents per pound,” making total costs in the early 1930°s about 19 10 12
cents & pound. This total is broken down as follows: average cost of growing, picking, curing,
and cleaning, 5 to 6 cents; freighting, export duty, transportation to nearest market, abour
21 cents; interest on investment, planter’s salary, depreciation of trees and equipwent, 2 or 3
cents & pound,

%4 Marcello Piza, “Coat of Cofles Production,” Brazil {American-Brazilian Association,
New York), Angust 1940, Year 12, No. 141, pp. 10-16 (trapslated by F. Kreutzenstein).
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estates (defined somewhat differently) was said to be 117$600
to 148$800 per bag, or roughly 4.5 to 5.7 cents a pound, con-
verted on the basis that 1 milreis was equivalent to approxi-
mately 5 U.S. cents at that time. Allowing for currency changes,
the more or less comparable figures of 9to 11.4 cents (pre-1933
U.S. dollars) are obtained as against 11.8 to 15.5 cents for
the late 1920’s. If Brazilian coffee production costs of recent
prewar years were actually higher than in 1928, the calculations
made then must have been inflated. Lack of data taking into ac-
count the many internal changes in Brazil since the onset of the
Great Depression make it practically impossible to compare pro-
duction costs over a period of years. Moreover, production costs
in due time tend to be adjusted to the coffee price level, just as
prices are in part established by prevailing production costs.

It seems more reasonable to accept cost data of the late
1930’s as indicating a decline in over-all production costs from
the level of the late 1920’s. Despite the high proportion of
fixed costs in coffee production, over a period of years over-all
costs tend to become adjusted to the level of green coffee prices.
Lower green coffee prices bring lower costs just as a high price
level encourages higher costs, because more is spent on improve-
ments that step up yields in order to bring more profit from
higher prices. This tendency for the price level to influence
production costs ordinarily receives far less attention than the
part that production costs play in establishing the longer-term
price level. Growers commonly think of green coffee prices in
terms of current production costs and the profits that are pos-
sible at the current or a higher level of prices.

Practically all available evidence indicates that during the
1930’s coffee production costs were appreciably lowered in Latin
American producing countries, but especially in Brazil. Ad-
justments tend at first naturally to be made in the category of
variable costs, such as wages for labor. With a protracted period
of lower coffee prices following a similar period of high prices,
however, means are found for paring overhead and even cap-
ital costs. Some of the initial effects of such readjustments are
socially undesirable, but in the long run the industry tends to
become more efficient and socially useful. This tendency oper-
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ates even though the inefficient grower may remain in business
for a considerable time in the hope that a restoration of higher
prices will again permit profitable operations.

COSTS BETWEEN PLANTATION AND RETAILER

The relationship between prices received by producers and
those paid by ultimate consumers invariably comes in for scru-
tiny when governments are obliged to intervene in the affairs of
an industry. Even without some essential information it is pos-
sible to shed light on this question as it concerns coffee. Late in
1941 coffee prices were frozen in the United States, Santos 4’s
(ex-dock, New York) at 13% cents per pound, and Manizales
at 157s. Assuming these grades to be representative of Brazilian
and mild coffees, and weighted accordingly, a green coffee price
of 14 cents a pound may be taken as a basis for a few compu-
tations.

This 14 cents is the price at the dock. The buyer incurs un-
avoidable expenses in removing the cargo, transporting, and
storing it until ready for forwarding to roasting plants. At the
time of roasting an unavoidable shrinkage occurs—some 12-20
per cent, according to kind of coffee, age, method of roasting,
and so on. The War Production Board’s instructions to roasters
allow 19 per cent shrinkage in the calculation of inventories.
Thus green coffee costing 14 cents at the pier would cost 17.3
cents per pound roasted even if it conld be roasted on the
spot. The cost of roasting would be around % cents a pound,
and some kind of packaging from 1 to 5 cents, depending upon
type. Without figuring any profit for the roaster, any freight,
taxes, overhead, advertising, other operating expenses, or profits
for wholesaler or retailer, the 14-cent coffee must carry a price
from 19 to 23 cents. Actually, when distribution costs and
profits are included, the retail roasted price for 14-cent green
coffee will be around 22 to 31 cents a pound in competitive mar-
kets where coffee is commonly used as a leader and dealers’
margins are extremely narrow.”*

25 “It is hard 10 get facts on price spreads because manufacturers, wholesalers, and re-
tailers—even if they have figures—are reluctant to give them out. This secrecy is largely due

to the public’s habit of locking upon large mark-ups in themselves as evidence of large profits,
oven though the distribator may be making only a reasonable profit, or even showing a loss on
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To work in the opposite direction toward the coffee planta-
tion, various unavoidable expenses such as ocean freight, ma-
rine insurance, and handling charges are incurred in moving
coffee from the port of shipment in Latin America to the dock in
New York. Freight and insurance have increased substantially
since the onset of war in Europe, but in mid-1941 charges be-
tween Santos and New York amounted to about 1.2 cents a
pound.” This cost is somewhat lower for countries nearer the
United States, but even in normal times freight, insurance, etc.,
amounts on the average to .5 to .6 cents a pound.

Coffee worth 14 cents ex-dock New York has a value of
about 13 cents at the Latin American port of shipment. From this
13 cents must be deducted various export duties, taxes, assess-
ments, port costs, etc., varying from country to country and from
time to time, but usually amounting to several cents a pound
during recent years.”” Then to arrive at a price for coffee on the
plantation, various taxes, transportation, storage, and handling
expenses must be deducted from the f.o.b. price at the port of
shipment. In regions where coffee plantations are located well
inland in mountainous country, and where transportation is diffi-
cult and expensive, the total of such costs may run quite high.
Even in Sdo Paulo, coffee is generally considered to be worth
roughly 25 per cent less in the interior than in Santos.*® Piza’s
cost-of-production estimates for Sio Paulo (1939 or 1940)

his operations as a whole.” The Twentieth Century Fund, Does Distribution Cost Too Much
(New York, 1939), p. 25.

Some years ago, at the time of the NRA codes, estimates of costa were presented by cede
authorities showing $17.57 per 100 pounds #s the cost of Santos coffer sold in 1-pound litho-
graphed bags at Chicage when the green cofiee cost was $11.25; and $28.02 10 $20.02 as the
cost of & brand comparable with that of Standard Brands Inc., when green coffee at replace-
ment cast $13 per 100 pounds. Kanter, Price Control in the Coffee Industry, p. 14. Materials
and labor costs have both risen since 1933, but assuming thst they have not and that only
shrinkage cost (which varies with green coffee cost) is changed, 14.cent coffier would uader
these schedules of costs imply a total cost of roughly 22 to 30 cents a pound.

26 Similar chatrges were incurred in moving coffee from Salvador to New York. See J.
Hill, “Why the Growing of Coffee Is Not & Paying Business,”” Tea and Coffec Trade Journal,
September 1941, LXXXI, 39. In July 1941 the Brazilian fixed price for Santos 4's f.0.b. dock
was 10.5 cents, and the ex-dock New York price 11.7 cents a pound.

27 Before the export duty was greatly reduced in late 1937, every pound of coffee ex-
ported from Santos bore a charge of 3.74 cents for various Brazilian taxes (Ukers, Al about
Coffes, p. 334). Since the war closed the European market, growers in most countries have
been taxed to pay the expenses involved in the storage and disposition of surplus production.

28 McCrecry and Bynum, op. cit., p. 42. Sometimes the difference has been as much as
100 per cent or more. Upon rare gccasions, under Brazilian control operations, interior prices
were higher than Santos prices.
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showed the expenses from Old Zone plantations to Santos at
358100 a 60-kilogram bag and from New Zone at 48%000.”
These were equivalent roughly to 1.3 to 1.8 U.S. cents a pound
at a time when coffee was selling for not much more than 6 cents
a pound at Santos. With rising prices many of the expenses be-
tween plantation and port of shipment increase, as certain taxes,
carrying charges, and commissions are based on value rather
than on the quantity of coffee involved.

Although it is impossible to assess charges to coffee in the
hypothetical case here considered, it is probably conservative to
assume that, from the 13 cents at the port, a charge of about 5
cents should be subtracted to cover all taxes, duties, transporta-
tion, storage, and handling charges. This would probably give
a representative coffee price on the plantation. For Salvador,
washed coffee selling at 15 cents in New York, port costs and the
quota-sacrifice levy are said to amount to about 6.1 cents, and
milling and export expenses to another 2.4 cents.”” For Santos
coffee also, expenses incurred between the fazenda and New
York undoubtedly exceed 5 cents a pound. It is quite probable,
therefore, that green coffee selling in New York at 14 cents nets
8 cents or less on the representative plantation.

1f 8 cents a pound is assumed to be the price received by a
grower on a Latin American plantation for his efforts, then by a
common generalization that the grower’s return is usually only
one-third of the consumer’s price, the consumer in the United
States would pay for the same coffee about 24 cents a pound.
Without inclusion of any distribution costs or profits, it has al-
ready been shown that the same coffee must carry a price of 19
to 23 cents in the United States. Except for minor charges and
profits for various services from the plantation to the dock in
New York (which never seem to come under the same scrutiny

28 Piza, op. cit.,, pp. 13, 15, Included in this figure are various taxes, freight, storage
(warchousing), commissario’s commission, end carrying charges.

se Hill, op. cit., p. 39.

3 1t is frequently asserted that “omly 3314 per cent of the price paid by the consumer
passed ta the producer, the remaining 66% per cent being absorbed in the profits of coffee
wmerchants and roasters.” International Institute of Agriculiure, Coflee in 1931 and 1932,
p- 33. This s the type of loose statement commonly made about mast agricultural products
when the purpose is to point to the sad lot of the producer. Profits of merchanis and roasters
do not by any means explain the wide gap. There is nothing unusual or inherently abnormal
ahout such a relationship hetween retail prices of roasted coffee in the United States and pro-
ducers’ prices of green coffec at the port of shipment in some foreign coffee-growing country.
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as the foreign buyer or the distribution system in the country of
consumption), no allowance has been made for costs of selling
the finished product, roasted and packaged coffee.

Whether selling costs are too high or not, some expense of
distribution is unavoidable. Furthermore, in Europe, the retail
price of coffee has been much higher than in the United States.
Coffee in most other markets must bear import duties and taxes
that run from a few cents a pound to more than the value of the
coffee at the point of importation. In such cases the consumer’s
price is many times, and not just three times, the producer’s
price, without any consideration of the efficiency or costs of the
marketing system involved. This is not to say that opportunities
are absent for reducing marketing costs in ways that would tend
to increase the producer’s share of the consumer’s dollar. The
development of communications, for example, through improved
roads and other transportation facilities, would be an important
cost-reducing factor, as well as a stimulus to an improved plane
of living in most Latin American countries.

The curve labeled B in Chart 4 is a producer’s price only in
the broad sense, as a country rather than an individual may be
termed the producer. In other words, it represents average an-
nual green coffee prices at the point of shipment in the producing
country. The producer’s price on the plantation in the sense used
above would be lower. The ratio of f.o.b. green coffee export
prices to retail roasted prices in the United States (Curve A) has
itself fluctuated between 30 and 35 per cent for the past decade,
indicating that the spread between prices received by the grower
on the plantation and those paid by the ultimate consumer has
been considerably wider. On the basis of the relationship be-
tween export and consumer’s prices that has existed over the past
decade, however, an export price of approximately 13 cents a
pound (the figure used in the illustration above) would suggest
an average retail price in the United States of about 39 cents.
Even after the 1940—41 rise in green coffee prices, the average
retail coffee price in the United States did not even approach 39
cents,”’ This is indicative of one thing, and that is that the coffee

82 According to OPA officinls the average retail price of “good quality” coffee in late
1942 was between 32 and 35 cents & pound. “Average" gquality, as considered in the illustra-
tion above, would sell for several cents less.
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grower is again receiving a greater share of the U.S. cofiee dol-
lar, as he did in the 1920’s.

CHART 4—AVERAGE CoFFEE Prices AT RETAIL IN THE UNITED STATES, AND
AT PoRTs oF SHiPMENT 1IN PRODUCING CoUNTRIES, 1920-42%
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The A curve represents average annnal retail prices of roasted coffee in 51 large cities of the
United States, The B curve represents average annual green coffee prices in foreign countries
at point of shipment, excluding ocean freight, insurance, etc., calculated by dividing the
total valye of imports by the total quantity.

Although the coffee producer receives relatively more and
the distributor relatively less of the consumer’s dollar, the
grower is not necessarily in a better position financially.* That
depends upon how much of his crop he is able to market at the
higher prices and profits. It is apparent, however, that as the
result of the Inter-American Coffee Agreement, most growers
are again finding coffee production profitable and the coffee-

83Tt is to be expected that the prodacer's share of the consumer's dollar will be larger

in periods of high prices when the cost of the raw material represents a greater proportion of
the total cost that must be reflected in the retail price paid by the consumer.
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growing countries of Latin America are benefiting greatly. For
example, mn 1941, Brazil exported only 72 per cent of the vol-
ume of coffee shipped in 1930, yet received a 10 per cent greater
financial return.®* Coffee exports to the United States alone in-
creased by 10 per cent over 1940 in volume, and almost 54 per
cent in value.”” Colombian coffee exports, on the other hand,
declined by one-third in quantity from 1940 to 1941 but rose
13 per cent in value.

Furthermore, an increase in the producer’s share of the con-
sumer’s coffee dollar at a moderate level of retail prices sug-
gests a sounder condition than when the level of retail prices is
high, as it was in the 1920’s. The retarding efects upon con-
sumption are far less marked, and the profits that accrue to pro-
ducers are ordinarily not upon a scale sufficient to generate a
new planting boom.

POTENTIALITIES FOR EXPANSION

One of the great advantages long possessed by Brazil in ad-
dition to climatic conditions was the abundance of land avail-
able and well suited to coffee culture. Despite rising land and
labor costs, even in the late 1920’s Brazilians were unwilling to
admit serious competition from other producing countries.*® But
as cultivation was extended farther from railroads, highways,
and seaports, production costs tended to rise except for the
former colonos,” whose subsistence standards and accounting
methods cannot be considered typical. High prices tend to push
the margins of extensive cultivation into areas of less suitable
soil and climatic conditions, and thereby to increase the risks.
This has happened in Brazil. Yet today, if there were need for
an expansion of output, ample land would be available for cof-

34 Guedes, Brazil Coffee in 1941, p. 39.

35 The shipping shortage that developed in 1942-43 redaced exports conmmiderably, but
the United States undertook to purchase and store in Brazil coffee that might otherwise have
been shipped under the guota arrangement (p. 189).

36 The official publication of the Sio Paulo Institule stated in 1928 “taking into consider-
ation the development of coffee cultivation in all producing countries, one comes to the con-
clusion that no other couniry cen compete with Brazil.” Qucted by J. F, Normano, Brazil: 4
Study of Economic Types (Chapel Hill, North Carolioa, 1933), p. 45.

37 Laborers liviag on coffee estates with their families who are provided with year-round
employment, housing, facilities for raising their own food, etc.
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fee in the leading producing country as well as in Colombia and
many other less well-developed parts of the world.™

There is abundant scope for expanding the area under coffee,
both in or near the regions where it is now grown and in parts of
the world where at present there is no cultivation. When prices
are especially remunerative to growers, whatever the cause,
plantings are stimulated in old and new areas. During the
years of world oversupply and depressed prices, however, there
was less incentive for any large-scale expansion of coffee lands,
though outside of Brazil new planting seems to have contin-
ued, if at a reduced rate (pp. 117-19). If some of the bar-
riers to expansion of consumption should be surmounted in fu-
ture years, there would be no difficulty in augmenting the world’s
coffee supply to meet a greater effective demand.

Potentialities for the expansion of coffee acreage appear,
in fact, te be enormous. About a decade ago, Jonasson, after
making a detailed study of the question, reached the conclusion
that some 93 million hectares (231 million acres) of land were
potentially available for coffee production in the world, in con-
trast with some 5.2 million hectares then planted. About 43 per
cent of the potential area was found in Brazil and about 20 per
cent in Africa.
1i it be assumed that the potential producing area for coffee should some time
in the future be cultivated, then it could be safely estimated that about one-
fifth, or 20 per cent, would be planted to coffee (for comparison, about 50 per
cent of the total cultivated area in Sao Paulo is devoted to coffee, about 25
per cent in Minas Geraes, about 20 per cent in Costa Rica, and 1 per cent in
Java). This would imply a quadrupling of the area at present planted to
coflee in the whole world. Since the estimates and results herewith presented

have been most carefully derived, this figure may be accepted as the minimum
for possible coffee production. . . . . 8

Statistics on the area under coffee in the various producing
countries are notably incomplete and unreliable, and provide

38 [n Colombia, for example, it has been estimated that althongh just under a million
acres are devoted to coffee, “at least 10 million acres are suitable for growing fine coffee.”
Kathryn H. Wylie, “The Agricuhural Economy of Colombia,” Foreign Agriculture, Decem.
ber 1941, V, 502.

3% Jonasson, “Natural Counditions for Coffee Culture,” Economic Geography, Octaber
1933, 1X, 36465. In this summary of his more exhaustive work Kaffe: och Kaffelinderna
(Steckholm, 1932) the author considers the requirements of the coffee plant and makes esti-
mates of the amount of land in each country (uable, pp.-366-67) suitable for coffeegrowing,
and aleo the cultivation of other commercial crops such as cotton.
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only the most general idea of the distribution of world coffee
lands.*® Production or export figures are superior for most pur-
poses in the present study, and these indicate that the potentiali-
ties for expanding the world’s supply of coffee, if and when
needed, are so great that no further consideration need be given
to any long-term prospect of shortage. Other aspects of supply
are infinitely more important at this time.

40 The International Institate of Agriculture and other agencies compiling such informa-
tion do not attempt to give world totals, since the data are too incomplete or are reported in
terms that are not comparable. Jonasson (“Nsatural Conditions,” pp. 366-67), however, offers
some estimates for 1926-29. These show a little over 71 per cent of all coffee area to be in
South America, sbout 16 per cent in North and Central America, 7.5 per cent in all Asia, and
about 5 per cent in Africa. The rapidity with which the area under coffee can be increased is
illustrated by official data on the Ivory Coast in Africa. In 1927-28 only 5,000 hectares were
reported as devoted to coffee cultivation, but by 1936-37 this figure had increased to 104,000
hectares,



CHAPTER VIII

VARIABILITY OF THE COFFEE SUPPLY

Unquestionably the characteristic of greatest importance and
significance throughout the modern economic history of coffee
has been the variability of supply. Broadly speaking, this vari-
ability has two aspects: (1) year-to-year fluctuations in the size
of crops owing to marked differences in yields of the coffee trees,
and (2) periodic variations in aggregate supplies arising from
annual yield fluctuations plus new planting. All the various at-
tempts at valorization and control have been the outgrowth of
conditions created by these variations,

Throughout the nineteenth century we can trace the history of this anarchic
succession of over-production and under-production of coffee. Delight in a
year when prices have been high is translated into an undue extension of
planting, which, four years later, leads to the recurrence of rock-bottom prices.
Then there is a panic. In the seventh year, the pendulum swings back once
more towards the side of extended planting.?

The above statement somewhat oversimplifies matters, but
a substantial record of such experience existed before Brazil
first resorted to serious measures of valorization early in the
present century. Since then, control measures themselves have
influenced the sequence of events leading to oversupply. But
until the late 1920’s, when the period of chronic surplus began,
the supply that became available as the result of each season’s
harvest remained the strongest influence on prices.

RANGE IN SIZE OF CROPS

Since 1924~25 the Brazilian coffee crop has ranged in size
from 13.6 to 29.6 million bags. Such a range is not unusual, as
is apparent from an examination of the statistical record of pro-
duction over a 50-year period. Table 6 gives a summary of what
might arbitrarily be called “large” and “‘small” crops for
equally arbitrary 10-year periods, together with an indication
of above and below “average” crops for the same periods.

t H. E. Jacob, Coflce, the Epic of o Commadity (New York, 1935}, p. 210,
109
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The so-called “large” crops predominate, because the trend
in production over the 50-year period has been upward, output
in the 1930’s averaging three times that of the 1890’s. On the
basis of averages, “below-average’ crops outnumber “above-
average’’ crops six to four, except for the decade including
World War I;* but bumper crops add much more to world sup-
plies than crop failures subtract from them. Such a tendency
has the utmost significance for the problems of production con-
trol and price stabilization.

TaBLE 6.—RANGE 1IN S1ZE 0F THE BRAZILIAN CorrFeE CroP BY DEcCaDES
SINCE THE 1890's¥

Aversge crop | Number of crops “Large” crops “Small" crots

Decade Range Range *
Million | Index | Above | Below |Number| (million |Number, 'million

bags | number lwernge;average bags) bapgs)
1890°s ... 7.2 | 1060 4 6 6 6.5-11.2] 4 4.4- 6.0
19008 .. ... 12.6 | 175 4 6 4 |12.9-20.2] 6 92.4-11.3
19105 ..... 13.3 185 3 5 6 [13.0-16.0f 4 9.7-12.7
19208 . ... 14.7 204 4 6 6 1145211 4 7.513.6
1930s ... % 23.5 | 3% | 4 6 7 |20.9-29.6)| 3 |16.6-19.8

* Based on data in Appendix Tables I and VI.

CAUSES OF ANNUAL VARIABILITY

The size of the world’s coffee crop depends upon many fac-
tors in many parts of the world—-local weather conditions, the
yield of each tree for the last few years, the age of the trees, the
locality, yielding characteristics of the variety planted, the prev-
alence of diseases and pests, and so on. Sharp fluctuations in
year-to-year yields of the coffee tree are evident in all coffee-
growing countries. They seem to be especially marked in re-
gions near or in the Temperate Zones, which are subject to more
erratic weather than prevails in strictly tropical climates. Parts
of southern Brazil, and other coffee-growing countries similarly
located, may be expected to show the greatest variations in crop

2 Production Ggures for this period and carlier years represent exportable crops. Except
for o few years, especially 1916-19, they provide a sufficiently satisfactory measure of pro-
duction.
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yields, owing to the dual influence of the coflee tree’s cycle of
yielding power and of less stable climatic conditions. There is,
however, no satisfactory evidence on this point.’

~The cofiee crop is subject to erratic influences everywhere.
Cold winds and {rost are enemies always to be feared in Brazil.
Cold winds cause more damage during the flowering period than
frost during the winter months when trees are in a dormant state.
Occasionally, as in 1902 and 1918, their effects have been so
devastating that a radical reduction of yield has occurred at a
time when a large or moderate one might otherwise reasonably
have been expected. The great frost in 1918 destroyed many
trees in Sdo Paulo and reduced the 1919-20 crop by over 60
per cent. Even if frost does not kill the trees, it may stunt their
growth and lower their yielding power for several years.
Drought or unfavorable distribution of rainfall may also affect
both the quantity and quality of a season’s output, especially in
growing regions located along the outer fringes of the tropical
belt. The prolonged 1940-41 drought in the State of Sdo Paulo
was described as “one of the most calamitous of any in the mem-
ory of man in that region,” reducing the Sdo Paulo crop to only
4 million bags against an average of the three preceding years
of 14.5 million bags.* In other parts of the world, erratic in-
fluences such as typhoons or pests may be more important than
frosts or droughts. Because of these and other factors, and the
rate of development of trees, neither Brazil’s output nor the an-
nual world coffee output is predictable with any approach to
assurance.

Wherever coffee is grown, large yields tend to be followed
by lower yields, and low yields to be followed by higher yields.
Frequently, though by no means invariably, large yields alter-

3 Compuzed differences in yield variability for the few countriea for which data are avail-
able for a decade or two are not great enough to be significant. Many difficulties are present,
because data are not only inadequate bat also are lacking in comparability between countries
and between years. Yields appear to be more variable in S&o Paulo than in the Netherlands
Indies, for example, and more variable in Madagascar than in Kenva or the Belgian Congo.
Yields in El Salvader, Guatemala, and Mexico seem more stable than in Sio Paulo, but
vields in northern Brazil appear just as variable as in Sio Psulo. The states of Parand and
Santa Catharina south of Sdo Paulo and in the Temperate Zone, however, show a greater vari-
ability in yiclds over the past two decades. The statistical record in all cases is too sketchy to
Justify more than suggestions,

4 Puedea, Brazil Coffee in 1941, p. 45.
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nate with low yields.” This alternation is attributed mainly to
the fact that a heavy yield so depletes the yielding power of the
tree, as in the case of many fruit crops, that even very favorable
weather conditions fail to offset this, until a light crop has en-
abled the tree to replenish its reserves. When weather conditions
are not as favorable but tend to vary considerably, as in southern
Brazil, extreme variations are the more readily explained. It
does not necessarily follow, however, that yields in the strictly
tropical producing countries are less variable. Factors other
than weather, such as the incidence of diseases and pests, may
be greater. Reliable information upon this subject is not avail-
able, nor are data on yields for more than half a dozen of the
more important coffee-producing countries.

Marked variations in the yield of individual trees or planta-
tions in itself would not necessarily cause sharp fluctuations in
world average yields. These are largely due to the limited ex-
tent of compensatory action. Brazil produces so large a fraction
of the world output that this alone would lead to considerable
fluctuation in the world crop even if yields of other countries
were inversely correlated with Brazil’s. High concentration of
production in limited areas of Brazil restricts the influence of
compensation within that country. The compensatory possibili-
ties are further limited because types of coffee grown in the dif-
ferent countries are not interchangeable.

During recent years Brazil has produced about 60 per cent
of the world’s coffee, but the state of Sio Paulo alone accounts
for 40 per cent—practically as much as all of the other coffee-
growing countries combined. Since 1919-20, except for the
S-year period 1929-30 to 1933-34, aggregate production and
trend in production of Sao Paulo and all other countries happen
to have been almost identical.® A fair basis of comparison is
provided, therefore, between the variability of the 40 per cent of

S Brazilian output, especially from 1927-28 to 1934-35 (Chart 5, p. 113), apparently
apset “the theory thal two or more yecars must elapse between bumper erops.” *“Such large
harvests, coming every other ymsar, or, according to other estimates . . . . for scveral years in
succession, had never before been known.” Bacon and Schloemer, World Trade in Agricul:
tural Products, p. 347,

8 The 1929-30 Sio Paulo crop of 19.5 million bags was a record, surpassing the 18.0
million bag ctop of 1927-28. The 1931-32 crop of 18.7 million bags was the second largest
ever produced in the state, The 1933-34 crop of 21.8 million bags cstablisked a new high,
which bes not since been exceeded.
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world production concentrated in Sdo Paulo and the 40 per cent
dispersed over Latin America ex-Brazil, Asia, and Africa. Ag-
gregate production, in million bags, by 5-year periods, for Sio
Paulo and all coffee-producing countries outside Brazil, was as
follows:

Period Sie Paulo Other countries
{1) 1919-20 to0 1923-24........ 40.0 39.6
(2) 1924-25 to 1928-29........ 36.0 56.2
(3) 1929-30 10 1933-34........ 85.1 65.9
(4) 1934-35 to 1938-39........ 7.5 74.9
Total, periods (1), (2), (4) ..170.5 170.6

Chart 5 shows how much sharper yearly fluctuations in out-
put are in Sio Paulo than in the other coffee-producing coun-
tries, states, or colonies as a group. Average deviation from
trend over 15 years (omitting the period 1929-30 to 1933-34)
was 1.8 million bags for Sdo Paulo and only .5 million bags for
other countries. In other words, coffee production in Sic Paulo

CHART 5.—AccRECATE CoFFEE PrODUCTION 1N Si0o Pavio, OteErR Brazm,
AND ALL OTHER CoUNTRIES, 1915-20 To 1940-41%*

(Million bags of 60 kg.)
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is three to four times as variable as production of the “other
countries” as a group. If the 1927-28 record crop of Sio Paulo
is omitted from the calculations, the result still shows output of
the Brazilian state to fluctuate three times as much as the output
of other producing countries as a group. Differences are to be
expected owing to compensatory influences within the group of
scattered countries. How much of the difference may be attrib-
uted to variations in yield characteristics among the producing
countries is not known.

Chart 5 indicates that, despite the relative stability of an-
nual output of the “other countries” as a group, the variability
of Sdo Paulo plus “other Brazil” gives a weighting to Brazilian
production that is reflected in the irregular curve for “world
total.” If and when world coffee production becomes further
dispersed geographically, one may reasonably expect annunal
fluctuations in aggregate output to diminish. As the sources of
world supply continue to shift, the difficulties of international
control increase or decrease according to the supply conditions
characteristic of the major producing regions.’

One may also expect that as long as a large proportion of the
world output is concentrated in one country, periods of extreme
variability (as between the late 1920’s and early 1930%s) will
be preceded and followed by a number of years of considerably
smaller variability. Over the past half-century or more, suc-
cessive decades have been characterized by such cycles, reflect-
ing partly weather influences and partly new planting and in-

7 Similar but less acute problems of variability in yields and outputs occur for nontred
crops, With wheat, for example, much more is known ahout regional differences and changes
over rather extended time periods. Such & background of knowledge is essential to successful
administration of an international control scheme. For example, the great differences between
the variability of total wheat cotputs in Austrelia, Canada, and Argentina, on the one hand,
and the United States, on the other, will intreduce complications if export quotas for partici-
pating countries under the new international wheat agreement are fixed and nontransferable.
Furthermore, these differences creste difficalties in fixing appropriate price differentials for
various kinds of wheat for an entire crop early in the scason, for wheats of diferent origins,
like coffees, are far from completely interchangeable. See V. P. Timoshenko, “Variability in
Wheat Yields and Outpuats,” Wheat Studies of the Food Research Iastitute [hereafter referred
to as W heat Studies), March 1943, X1X, 19596, With rice also, something ia known abeut
yield and supply variability in the principal producing countries. These influences, together
with the lack of complete interchangesbility of different rices because of strongly developed
consumer preferences, were partly responsible for government intervention and the establish-
ment of national rice control schemes in Japan and in the Philippine Islands. See V. D.
Wickizer and M. K. Bennett, The Rice Economy of Monsoon Asia (Food Rescarch Institute,
Grain Economice Series 3, Stanford University, Calif., 1941), pp. 14448, 170-84,
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tensiveness of cultivation. Chart 5 suggests an apparent smooth-
ing of the production curve in Brazil during the late 1930’s as
the size of the crops diminished. However, the short Brazilian
crop of 1941-42 (not shown on the chart) gave practical assur-
ance that no important new influences were operating to alter
significantly the characteristic behavior of yields.

SUPPLY SOURCES, YIELDS, AND NEW PLANTING

Since Brazilian coffee production over the past two decades
has kept pace with the growth in world output, there has been no
noticeable tendency toward reduction in variability of supply
due to dispersion of production. In exports and consumption
Brazilian coffee has become less important as the world surplus
has accumulated in the one part of the world where production
is most highly concentrated. Excessive producing capacity in
Brazil is gradually being reduced, and the influence of Brazilian
production on world variability of supply is tending to diminish.
Future characteristics of the world cofiee supply will depend on
the extent to which this trend continues. Should there be, as
seems likely, a further shift to mild coffees and a still greater
geographic dispersion of world production, not only the varia-
bility but also the level of yields will assume greater signifi-
cance. If yields should be higher in the newer producing re-
gions, the tendency toward dispersion of world production will
be accentuated.

Table 7 brings together such pertinent information as is
available upon average yields and the range of yields for repre-
sentative coffee-producing countries and states. Although no
official or semiofficial estimates have been made, the world aver-
age yield is probably in the neighborhood of 4 quintals per
hectare (357 pounds per acre).® If the seven non-Brazilian
countries listed in Table 7 are considered a representative
sample, the unweighted average for the 15-year period 1924-38
works out at 4.0 quintals—the figure given for Brazil. Hence,
in terms of area there is apparently little difference between

8 Private estimates by Jopasson (“Natwral Conditions for Coffee Cultare,”” Economic
Geography, October 1933, IX, 367) of the world aggregate area tnder coffes during 1926-29
permit a computation of yield that works out to 3.8 quinials per hectare.
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yields in Brazil and other cofiee-growing countries as a group;
in terms of trees, however, the differences are greater, if the data
available on the number of trees in the world can be considered
at all reliable.

TasLE 7.—AvERAGE COFFEE YIELDS AND RanceE 1¥ YIELDS oviR A 15-YEaR
Periop For SpECIFiED COUNTRIES AND GROUPS OF STATES®

(Quintals per hectare)

Ranga
Area 1924-38 Range a8 per
average ———————| cent of
| Low | High | average
Brazil. . .. it 4.0 | 3.0 | 5.5 [75-138
SGoPaulo ... ..ot e 4.6 | 2.9 | 6.4 |63-139
Minas Geraes, Espirito Santo, Rio de Janeiro.| 3.2 | 1.7 | 4.2 |53-131
Parans, Santa Catharina.................... 3.9 | 1.0 | 6.3 [23-181
Pernambueco, Bahla.......................... 2.8 | 1.3 | 4.1 |46-146

Central America and Mexico
B 05 [+ J N R 4.5 | 3.3 | 5.3 |73-118
GUuateInala .. ...oiviii ittt it 5.1 | 3.5 8.5 {69-166
2372275 113 o NN 6.1 1 4.7} 8.0 177-131
Netherlands East Indies....................... 4.5 | 3.1 | 5.8 |69-129

Africa

Kemya. . ittt ittt cataaa et 3.4 | 2.2 1 5.4 ;65159
Belgian CoNgo v.viiniirrisatirrrinrrsacsnes 2.5 .9 | 3.4 136135
Medagagcar ..o e ittt aarnes 2.0 .5 | 8.0 E25—150

* Yields for Brazil and Brazilian states computed from data in Departamento Nacional de
Café, Anudrio Estatistico do Café 1939/40, pp. 38-39, 4142; for other countries data from
successive isaues of International Institute of Agriculture, International Yearbook of Agricul.
tural Statiscics.

* Average and range during the 10-year period 1929-38.

According to data published by the National Coffee Depart-
ment of Brazil (Table 8), there were an estimated 4,988 million
coffee trees in the world in 1939, of which roughly half (2,500
million) were in Brazil. This means that, since Brazil accounts
for 60 per cent of world output, yield per 1,000 trees is prob-
ably higher than elsewhere, though in terms of area units it is
about the same or possibly a little lower. Furthermore, Sao
Paulo yields must be higher than those for Brazil as a whole,
for with an estimated 1,280 million trees (slightly over a quar-
ter of the world total}, Sdo Paulo accounts for 40 per cent of
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the world output.® Any future shift in sources of supply to areas
outside Brazil presumably would involve no greater increase in
land use than if expansion occurred principally in Brazil, but it
would involve the cultivation of relatively more coffee trees.

TasLE 8.—EsTimaTep NuMBER oF COFFEE TREES IN THE PrivciraL Probuc,
186 REcions oF THE WoRLD, 1926, 1933, anp 1939%

(Million trees)

1939
Reglons 1928 1933 1939 per cent
of tolal

World total .....cov vttt it i 3,209 i 5,014 | 4,988 | 100.0
Brazil. ... it 2,100 | 2,978 | 2,500 | 50.1
SAOPAUIO 1evereeireniereeeeeninenns 966 ' 1,475 | 1,281 | 25.7
Minas Geraes.......vovverivnnnennnnnns. 514 745 554 | 11.1
RiodeJaneiro.......coocvviivennennnnn 165 - 279 245 ‘ 4.9
Espirito Santo....... e 195 237 154 3.1
Other Brazil.................. rreaias 200, 242 266 1 5.3
Colombia......vco i ciainann, 300 531 587 . 11.8
Venezuelf., . ..o cvier e et rir i enneaas 133 | 202 | 556 1 11.1
5 (4 (s 1 TP 80 120 | 134§ 2.7
Guatemalg...........coviiiiiiriaienenen, 75 100 90 1.8
Salvador....... e taranere ey 2 85 140 2.8
Netherlands Indies .......ovvevvnrninnnn. 120 280| 284 5.7
British colonies ...........cocooiiia.on., 62 : 121 125 ‘ 2.5
All other countries.............oovvnnnnns 258 | 597 572} 1.5

* Data for 1926 and 1933 from Brazil, Ministerio ds Agricultura, O Café na Economis
Murdial (1935), p. 216; for 1939 from Brazil, Departamento Nacionsl do Caié, Anudrie
Estatistico do Café, 1939/40, p. 4.

According to official Brazilian statistics, yields varied be-
tween 60 and 1,215 kilograms per 1,000 trees among the various
coffee-producing states over the period 1920-33, while average
yields for Brazil as a whole varied between 390 and 705 kilo-
grams per 1,000 trees.” This is equivalent to a range of .13 to

® Official Brazilian statistics show that, except for the short crop of 1919-20, average vields
in Sio Paulo were higher than in Brazil as a whole throughount the interwar period.

10 Brazil, Ministerio da Agricultura, O Café na Economia Mundial (1935), p. 231, The
low was recorded in Parabyba in 1932 and the high in Parané in 1928,
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2.68 pounds per tree between states, and .86 and 1.55 pounds
per tree for Brazil as a whole. For the 15-year period 1920-34,
the average yield per tree in Brazil was 1.23 pounds.

Except for isolated years, information on yields per tree is
not available for most of the important coffee-growing countries.
Such data as are available suggest that average yields per tree
in Colombia must range between .75 and 1.24 pounds, and
probably have averaged around .9 to 1.0 pound since 1925."

Some of the differences in average yields from one cofiee-
growing region of the world to another may be attributed to soil
and climatic differences, others to cultural practices and species,
still others to the age distribution of the trees~—upon which very
little information is available. The greater the proportion of
relatively young, vigorous trees, the more likely average yields
are to be maintained at recent levels. New planting has always
been stimulated during periods of high coffee prices. Changes
in the age distribution of trees resulting from new planting
affects the level of yields, and the location of new planting affects
the variability of world coffee supplies. Although no statistics
are available on the age of irees, the Colombian Coffee Federa-
tion estimated that in 1938 some 90 per cent of Colombian trees
were less than 5 years old and only a few were over 15 years
old.’* This proportion of young trees is undoubtedly much
higher than would be found in Brazil, a fact that also has consid-
erable significance in future competitive relationships of pro-
ducing countries.™

Table 8 shows that although the number of producing trees
in Brazil declined by some 16 per cent between 1933 and 1939,
while embarrassing surpluses persisted in that country, new
planting elsewhere caused the aggregate world coffee-tree count
to remain practically unchanged. Although in 1939 Brazilian

11 It became possible to estimate Colombian production with greater accuracy from 1925
on, owing to the publication of statistics on the coffee movement from interior peints to the
seaports,

12 Kathryn H. Wylie, The Agriculture of Colombia (U.S. Dept, Agr., Foreign Agr. Bull. 1,
October 1942}, p. 47, The Nationel Federstion of Coffee Growers of Colombia, organized in
1927, is a government-supported co-operative embracing all the various coffee interests of the
couniry, and having as its broad purpose general promotien of the Colombian coffee industry.
See Mario Carmargo, “What is the Colombian Coffer Federation?” in Commodity Research
Buresu, Coffee Annual 1942, pp. 34-36.

13 Seo pp. 211, 219, 227.
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trees still constituted half the world total, new planting in Latin
America ex-Brazil, Asia, and Africa increased the number of
trees outside Brazil by more than one-fifth in the short span of
6 years. This was despite the facts that the world coffee supply
situation had been unhealthy for nearly a decade, and that new
planting inspired by the high prices of the middle and late
1920’s had already added substantially to world output. If
these data are at all reliable, the increase in the number of trees
outside Brazil between 1933 and 1939 is somewhat surprising
after the phenomenal increase between 1926 and 1933.

The explanation seems to lie in the fact that the overproduc-
tion problem was peculiarly localized in Brazil. By comparison,
the demand for mild coffees was well sustained, and, even dur-
ing the worst years of depression, prices of mild coffees declined
less than those of Brazil."* This undoubtedly permitted growers
some profit, or at least sufficiently small losses to warrant the
expectation that recovery would justify the continuance of new
planting,

Thus, it is quite reasonable to expect that, as or if new
planting is discouraged in Brazil but continues elsewhere, the
world coffee supply will gradually take on characteristics of
greater year-to-year stability and thus simplify the problem of

14 The British Imperial Economie Committee (Coffee, pp. 8-9) observed that “the fall in
prices of the best grades of coffee, such as Costa Rica and Empire-grown coffees, have been
relatively less severe—thereby affording a clear illustration of the well-known trade experience
that, where there exists a marked difference of quality in the grades of & primary produet, the
higher grades suffer less in times of trade depression than do the lower grades.” The percent.

age decreases in average annual wholesale prices in London of coffees of various origin for the
years 1925-30 were as follows (ibid., p. 16):

Source 1930 on 1925 1930 on 1929
Better class mild coffees
Costa Rica 28 17
India ......... 38 32
Tangenyika ... 37 34
Kenya .coviiiiiiiiniiiiinnians 41 33
Uganda, Arabica ................. 43 26
Cheaper coffees
Brazil
Santos Superior .. .......00nn 43 42
RioNo. 7 .ovvniivnnnnnrnes 43 45
Uganda Estate
Robusta ......c0ovvvnvnvnns 44 55
Bukoba (native) ............ 67 53

gﬂg&l which enjoyed the highest premiom over Brazils were the least affected by the price
ecline.
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supply adjustment caused by variability alone. Yields in the
non-Brazilian countries should tend to increase because of the
greater number of younger trees and perhaps also because of
improved cultural methods. Higher yields will shift a propor-
tionally larger share of world output to scattered growing areas
where irregularities in season-to-season yields will tend to be
compensatory. Finally, if yields are inherently less variable in
the trggical zones, an additional influence for stability will be
felt & the center of world production tends to shift away from
Séo Paulo.

CREATION OF OVERCAPACITY AND SURPLUSES

If it were not for the effect on prices and the consequent in-
fluence on new planting, the inherent annual variability of world
coffee output would not necessarily lead to overcapacity and
overproduction. And if it were not for the control measures em-
ployed to deal with the problem, world coffee surpluses would
certainly have been less embarrassing, especially during the
recent period. Uninfluenced by additions to producing capacity,
characteristic fluctuations in annual cofiee yields alone should
not lead to more than a temporary surplus problem. A series of
moderate or small-sized crops in Brazil, as between 1921-22
and 192627, {acilitates the disposition of surpluses. But three
record crops within five years, as between 1929-30 and 1933—
34, create exceptional problems of disposition. These record
crops, however, were less the result of favorable growing and
harvesting conditions than of the large increase in productive
capacity resulting from the high prices of coffee under control
between 1924 and 1929.

Table 9 illustrates how a highly variable world supply, a
relatively stable but growing demand, and the level of coffee
prices interacted to create an overproduced condition requiring
years for adjustment. The data here presented should be re-
garded as merely approximating the sequence of developments
and the magnitude of changes. The cumulative excess of pro-
duction over exports is indicated as 145 million bags at the end
of the 20-year period. It may be assumed that at the end of the
first 5-year period (1919-20 to 1923-24) the world supply-
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demand relationship was one of approximate balance, but at the
close of the 1920°s production was outstripping consumption.
According to Brazilian figures, domestic consumption amounted
to approximately 67 million bags for the 15 years 1924-38,
and destruction between 1931 and 1938 amounted to 65 million
bags. Subtracting these totals from the cumulative excess of 145
million bags leaves 13 million bags. At the close of 1938, Bra-
zilian stocks were officially reported to have been reduced to
something over 4 million bags, and world visible supplies were
under 8 million. Roughly a million bags could easily have been
consumed in other producing countries.*

TaeLE 9.—WorLp CoFFeE PropucTION, EXPorTs, AND PRICES, BY
Five-YEAR AVERAGES, 1919-30%

(Million bags of 60 kg.; cents per pound)

Marketing Produs-  Export 2:\"181:':38‘.]6 Cumu- Price of
period tlon Years Exporta | excess of lative |Bantos4’s

production | excess (New

over eXports York)

1919-20 to 1923-24. .1 20.4 1919-23..| 20.6 —.2 —1.0 18.7
1924-25 10 1928-2%.., 28,6 1924-28 ..| 22.9 5.7 27.5 22.0
1929-30 to 1933-34..; 37.9 1929-33..} 25.3 12.6 90.5 12.8
1934-35 to 1938-3%..| 37.9 1934-38..| 27.0 10.9 145.0 9.7

* Data from Appendix Tables II, 111, and VI.

Chart 6 shows the rough relationship between cofiee sup-
plies, demand, and prices over a long period of years. At no
previous time in the half century covered by the graph was cof-
fee production so consistently in excess of consumption (as
measured by deliveries) as during the period beginning in the
late 1920’s. The curve representing prices of Brazilian coffee
in the New York market averaged higher from mid-1924 to late
1929 than during any other comparable period during the 50

15 Consumplion in coffee-growing countries was undeubtedly far larger over the period;
but since production figures for most of them are actually exporis, no account need to be
taken of domestic consumption in 1he gbove very approximate calculations. No reliable infor-
mation is available on coflee consumption in most of the producing countries. Brazilian con-
sumption in 1939 was officially estimated at around 6% million bags. Colombian consumption
hus been estimated unofficially by the Pan-American Coffee Bureau at 450,000 to 500,000 bags,
Mexican consumption at 500,000, and &l other Latin American countries combined at roughly
the same figure, This would make current total absorption of producing countries somewhat
over § million bags annually,
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Cuarr 6.—CoFres Prices, WorLp SUPPLIES aNp DisposiTioN, ANp TaEND
iN ProvucTive Caracity, 1889-90 10 1939-40%

(Cents per pound; million bags of 60 kg.; billion trees)

30, 20
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* Data from sources indicated in foomotes to Charts 8 and 9.

* Deliveries in importing countries are a measure of consumption or, more accurately,
of “absorption.”

* Data on total stocks mot available.

years. Although data on world new plantings are largely lack-
ing, the expansion in the number of producing coffee trees in the
state of Sdo Paulo may be taken to indicate the consequences of
grower optimism attributable to abnormally high prices. The
space between the dotted line on the chart (from 1931 on) and
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the full line indicates the amount of adjustment in the world
supply situation that was effected by the coffee-destruction pro-
gram in Brazil,

Prior to the experience of the past two decades, there were
years of over- and underproduction due both to yield variability
and to the influence of expansion in productive capacity. Stor-
age-valorization schemes, sponsored by Brazilian growers, were
employed successfully to bring about adjustments without ser-
iously or permanently retarding the longer-term progress of the
industry. Since control schemes for coffee will he given special
attention in chapters x and xi, it is advisable at this point to
elaborate somewhat upon coflee-storage problems in the light of
past experiences.



CHAPTER IX

COFFEE STORAGE AND STOCKS

To cope with sharp fluctuations in annual output of coffee,
some approach to market stabilization is theoretically possible
through storage of the surpluses from large crops to be drawn
upon in years of short crops. Indeed, this theory was the founda-
tion of the several Brazilian valorization schemes discussed in
chapter x.

Stocks may be stored (1) in warehouses in the coffee-im-
porting countries; (2} at Santos and other export ports; (3} in
interior warehouses in producing countries; (4) at the point of
production. These are listed in the order of increasing magni-
tude of storage space, actual or potential; but the same order
applies in reverse to safety of storage and costs of storage.

COFFEE CHARACTERISTICS AND STORAGE

Just how long coffee can be held in a satisfactory marketable
condition is not altogether clear. Until the early 1930’s there
seems never to have been occasion to hold stocks for more than
a few years. Since then, the huge supplies held in Brazil have
apparently been so managed that the oldest coffee has never
reached the market but has been included with inferior grades
and some good coffee in the coffee-destruction program.’

Statements that green coffee can be stored indefinitely are
frequently made,” and old-season coffee seems not to sell at an

1 Rogerio de Camargo, Culturs Cafeeira; Visando a Qualidade (Brasil, 1936). As late as
1941, however, some old coffee was on hand. Note the statement by the president of the DNC:
“In 1941 there were incinerated the coffees which, becavse of its long period of storage, wers
already in bad condition, and also the coffees stored in warehouses which had to be cleared to
receive the coffees of the 1941/42 crop.” Guedes, Brazil Coffee in 1941, p. 69.

2 McCreery snd Bynum state {The Coflee Industry in Brazil, p. 48): “Few of the un-
imitiated realize the coffiee will *keep’ in the green state indefinitely. In fact, it improves with
age up 1o a certain point, becoming mellower and having a better appearance when roasted.
This aging can be overdone, however, After about four yesrs the cofiee begins to lose its
strength to an appreciable degree, although it never spoils if properly stored.” The idea that
aging improves green coflee seems to be widely accepted. [t originated in the old days when
coffees from the Far East were “sweated” in the course of their long voyage to the United
States, and brought premium prices. The exact conditions favoring the maximum develop:
ment of coffee atiributes are not known, nor are the reasons for improvement upon aging.
See C. W. Trigg, “The Chemistry of the Coffee Bean,” in Ukers, Al about Coffee (lat ed.,
New York, 1922), pp. 156-57. It is generally recognized, however, that storage conditions,
wherever the green coffee may be, bave an important bearing upon final quality.

124
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appreciable discount; vet there are coffee buyers in the United
States who consider that beans held through the tropical rainy
season deteriorate in quality. Although some will not buy coffee
held over from previous seasons, there are apparently many
markets glad to import such coffee at a small price concession.
Generalizations are undoubtedly dangerous inasmuch as condi-
tions of storage vary appreciably, and much also depends upon
the manner in which the coffee has been prepared for market.®
Washed coffees, for example, “cannot be kept in the Brazilian
climate for more than a few months without loss of the colour
which is so highly prized by buyers.”* Yet in Brazil’s attempts
to improve quality in order to compete more favorably with the
mild-producing countries, resort to the wet method of prepara-
tion, common in other areas, has been vigorously encouraged.
Brazilian coffees, however, are still predominantly unwashed.

A distinction should be made between old-crop coffee and
aged coffee. Old-crop coffee may be marketable at little or no
discount if it has been held under favorable conditions of stor-
age, but it may carry a substantial discount if its quality has
deteriorated noticeably., The same old-crop coffee, however,
may enter special storage for the specific purpose of aging in
order to add to, or develop, its attributes.® Such coffee often
brings a premium, because it is in fact superior to comparable
new-crop coffees. Much confusion arises from the fact that all
aged coffee is necessarily old-crop, but not all old-crop coffee

8 The same gumestion arises with other surplus commodities. “The question is frequently
asked: How long will wheat keep? The scientific answers are numerous and complex, but the
practical answer is fairly simple. [f in svitable condition when put in store, if kept in proper
storage, and if handled with due care to prevent damage by heating, vermin, weevils, eto.,
wheat will deteriorate very gradually and slightly, If these conditions are ignered or vio-
lated, more or less comsiderable losses will occur, but their extent is commonly exaggerated
even in irade circles. Depreciation in value may be greater than effective deterioration in
guality, because millers and feeders take heavier risks of deterioration in buying long-stored
wheat. It is therefore sound commercial practice not to hold identical wheat much more than
4 year, replacing older atocks by newer if large quantities are carried forward.” J. 8. Davis,
“World Wheat Survey and Outlook, September 1942, Wheat Studies, September 1942, XIX,
20. These comments seem equally applicable to coffee. It is doubtful that the significance
of the “death® of the wheat kernel, which affects the baking quality of flour milled from it,
has ite connterpart in coffee.

* Rowe, Brasilien Coflee, p. 35,

8 “Ageing improves the value of coffee if done correctly in damp warebouses, though care
must be taken that it is not 100 damp. Thus, existence of a surplus production is not neces-
sarily a bad condition provided proper sworage facilities are available.” Foreign Commerce
Feekly (1.8, Dept. Comm.), Nov. 21, 1942, p. 23.
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has been aged in a manner designed to add to its value.® A small
proportion of the Colombian crop is aged, but most of the Bra.
zilian coffee held over from a previous season is merely old-crop
and sells at a discount.”

Whatever benefits may accrue from the aging of coffee, it
seems that they apply to sharp (Brazilian) coffees more than to
milds. The mellowing process tends to make mild coffees in-
sipid. Many attempts have been made in the past to develop
processes for artificial aging, but this quest seems less vigor-
ously pursued today.’ In fact, aging of coffee seems to have
been a vogue, and there are many coffee buyers today who are
unwilling to concede that age adds anything to the desirability
of most growths.

Coffee characteristics differ so widely among growing re-
gions and from season to season, and conditions of storage vary
to such an extent that it is prabably impossible to define an opti-
mum period of storage. Coffee quality, as pointed out earlier,
depends upon many factors, and improvements in one direction
may necessitate compromises in another. There is always the
question of balancing or weighing one set of advantages or dis-
advantages against another. The question of storage and its rela-
tionship to coffee quality assumed a new importance to the in-
dustry when World War II forced the closing of the European
market and, for the first time, the carrying of stocks in some of
the mild-producing countries as well as in Brazil.

From a practical standpoint, unless the war is very pro-
longed, it will probably be possible for the mild producers to
dispose of accumulated surpluses even though quality may have

8 Under OPA regulations in the United States old-season coffer may, nnder certain cir-
cumstances, be sold at prices above established ceilings, apparently on the ground that age
has added to its valae. This seems to be a doubtful contention, confusing cld-season coffee
with aged coffee.

7 Old-crop Brazilian coffee ordinarily finds no market on the Pacific Coast of the United
States and only & }imited one on the Atlantic Coast. Formerly the middle western states tock
this coffee at a discount, but after the introduction of hrands consisting more largely of mild
coffees the demand for old-crop coffce gradually disappeared.

8 Before the Suez Canal was opened the G.month voyage in damp holds from India to
Ecrope caused coffec to turn white, but imparted to it a certain favor preferred by many in
Norway, France, and Switzerland. Now special methods of curing Indian coffee by allowing
the monsoon winds to blow continuously on each bag and repacking every week for sbout
6 weeks produces a silvery while bean, known as “monsooned cofiee.” *The Story of Indian
Coffee,” Indian Information (New Delhi), Sept. 15, 1941, 1X, 304.
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suffered during the holding period. However, upon the termi-
nation of hostilities, much as the coffee growers of the world
would welcome the opportunity 1o supply a wartorn Europe
long deprived of decent coffee, they will be adopting a very
shortsighted policy if they dump coffee of uncertain quality on
these markets when the demand is temporarily none too dis-
criminating.

What the cupping qualities of coffees now stored in Latin
America will be at the end of the war is anyone’s guess. Al-
though aging may enhance the value of coffee under certain
conditions, it is doubtful that storage facilities in Latin America
are adequate even for short-time holding of very substantial sur-
pluses. Fortunately for most of the mild-producing countries,
at the opening of 1943 surpluses apparently had not accumu-
lated to the extent anticipated earlier. Owing to war develop-
ments that made shipping so scarce that the United States was
forced to draw on the nearest sources of supply, most of the mild
producers shipped far in excess of the quotas established earlier
under the Inter-American Coffece Agreement. At the same time,
Brazil was not able to ship her quota, but arrangements were

made for storage there, where facilities are far more adequate
(pp. 189, 210-13).

STORAGE IN THE COUNTRY OF PRODUCTION

Although coffee may be stored at the place of harvest, in in-
terior warehouses, or at the shipping ports, wherever it is stored
within producing countries it is subject to some deterioration.
Tropical and subtropical areas are in general inferior to tem-
perate regions as places of storage. Most tropical food crops
must be moved out before the rains begin, in order to avoid
various hazards all of which have an adverse effect upon quality.
Coffee held over for one or more seasons must generally seek
less discriminating and less profitable consumption channels.

In Brazil the general practice has varied. Sometimes it has
been to ship out the most recent arrivals at the ports, or the cur-
tent crop from interior warehouses, rather than the carryover
from previous seasons. At other times old stock has been moved
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along with the new.” In coffee circles it seems generally agreed
that Brazil’s policy of holding stocks over several seasons was at
the expense of general quality. Although the poorer grades have
been destroyed in recent years, it has heen necessary to move the
best of the harvest first in order to compete at all successfully.

In his study of the Brazilian control schemes, Rowe mentions
that one of the mistakes the Brazilians made in their early efforts
at valorization was to store surplus supplies in the chief con-
suming centers. Stocks overhanging the market were believed
to depress prices more than if they were held in the producing
country.

Brazil . . . . did learn a good deal about the practical economics of stock-
holding. More particularly she learnt that the holding of large stocks for
long periods at the chief centres of consumption is not only extremely costly,
but that these stocks hang over the particular market concerned and weigh
down upon the price in that market, since buyers know that the stocks can
be had at a moment’s notice, and that therefore there is no need to buy ahead,
as would be the case if supplies could only be obtained by shipment from
Brazil: equally buyers know that such stoeks will not be readily transferred
to other centres, since this involves considerable additional expense. If these
stocks had been held up-country in Brazil, or even at Brazilian ports, the
actual cost of storage would have been much smaller, while the depressing
effects on the price in particular consuming markets would have been avoided.
These were important lessons, and they were to be demonstrated positively,
and not merely negatively, on the occasion of the next valorization, when
owing to the War, shipment abroad was impossible and the stocks had per-
force to be accumulated within Brazil.1®

These observations seem applicable only to the period of the
first valorization, when Brazilian coffees more or less monopo-
lized the market and before the great growth in competition {rom
mild coffees, The “lesson” learned by Brazilians would seem
to apply more to the costs of storage than to the effect on prices,
at least under conditions that have prevailed during the past two
decades. The known existence of world surplus stocks, wher-
ever held, seems to have a more pronounced effect on prices in a

9 At ane time during Brazil’s coffee.defense program, four harvests were heing moved
through Santos simultanecusly, but in later years the movement was limited 1o the current
crop and that of the preceding year. Brazil, Ministry of Foreign Affairs, Brazil 1039/40:
An Economic, Social, and Geographic Surrvey (Rio de Janeiro), p. 99.

10 Rowe, Brazilian Coffee, p. 9. This is a very competent study of Brazilian control achemes
daring the 1920°s. Much of the value inherent in its wealth of interesting detail is unfortu-
nately lost through disregard for the mechanics of presentatica.
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particular country than the size of its domestic stocks.™ I cof-
fee held in the country of production is held long enough, or
really deteriorates appreciably in quality, then such stocks
might be a less depressing influence on prices than stocks held
in consuming centers, only because there would be a good chance
that such coffee in time would more or less eliminate itself from
the total supply, or at least from the supply eligible for con-
sumption in the principal markets of the world.

On the general question of the precise influence of stocks on
prices, there seem to be many opinions and beliefs but few estab-
lished facts. Visible supplies have long been a market factor for
a number of commodities in international trade, but actions
hased upon changes indicated by visible-supply statistics have
proved ill-advised upon important occasions. The trouble lay
in the fact that visibles were not an accurate reflection of total
stocks or changes in aggregate supplies. Yet in the absence of
more complete information, traders necessarily were forced to
base decisions upon such, sometimes faulty or misleading, evi-
dence. The mere fact that a large number of the trade employed
an imperfect barometer to help them anticipate changes was
often enough to affect price behavior, at least temporarily.

Reliance upon certain market barometers on the part of
traders over a long period of years has given rise to a number of
firmly held beliefs having some foundation in fact but not
enough to justify dogmatic generalizations.’* Even after market
information has been improved, considerable time elapses be-
fore many take advantage of it, so strong is the prevalence of
certain notions and the habitual dependence upon more familiar
criteria of market evaluation, At the time when the cotton and
grain stabilization corporations were actively operating with the

11 This is generally true for the principal raw commaditics of importance in interne-
tional telations. “Further, in the absence of special national controls, it is the world supply
on hand rather then the domestic stocks that have determined the course of prices in indi-
vidual countries.” See the National Industrial Conference Board study by R. F. Martin,
International Raw Commodity Price Control (New York, 1937), p. 5.

12 [ntensive studies by the Food Research Institnte on wheat have revesled a number of
almost wholly false suppositions commonly held by that irade with regard to such maiters as
the price relationship hetween futures as indicating the markel's appraisal of expected price
chauge, the eflect of changes in crop prospects on certain futures prices, the relation of wheat
supplies and specific stocks to price spreads, and so on. See, for example, Sidney Hoos and
Holbrook Working, “Price Relations of Liverpool Wheat Futuces with Specisl Reference to
the December~March Spread.” Wheat Studies, November 1940, XVII, 102-26,
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support and guidance of the Federal Farm Board in 1930 and
1931, these agencies were charged with accentuating basic weak-
nesses in wheat and cotton prices by forcing supplies into visible
positions—“the show windows.” Since the trade was so accus-
tomed to watch and respond to changes in visible-supply sta-
tistics, there was no doubt some basis for this contention. With
improvement in information on wheat stocks, whether visible in
the old sense or not, the trade has come to place less dependence
upon reports of visible supplies. Coffee traders were forced to
do likewise after stackholding in interior Brazil became too im-
portant to be disregarded (p. 142 ff.).

Rowe’s ideas about the effects on the market of the place of
coffee storage undoubtedly have some basis in fact; yet they
seem partly to belong to the category of untenable beliefs held
by traders. That stocks overhanging a particular market weigh
down the price in that market can be true only to a limited ex-
tent, and the statement that “the depressing effects on the price
in particular consuming markets would have been avoided” had
stocks been held in Brazil is unquestionably an exaggeration.
Certainly for many commodities, the past is not a solid basis for
appraising future behavior. Too many new factors are involved:
for example, the increasingly familiar phenomena of mounting
stocks accompanied by rising prices, explained by government
injection of artificial factors into market situations.

DISTRIBUTION AND DISPOSITION OF WORLD STOCKS

The world visible supply of coffee includes stocks in ware-
houses in the important receiving ports of the United States and
Europe and afloat from shipping points in the producing coun-
tries. The data have never been all-inclusive. Since 1924, stocks
held in interior Brazil have been an important factor in aggre-
gate supplies,” and fluctuations in that portion of supplies

13 In recent years the monthly figures published by the New York Coffee and Sugar Ex-
change, Inc., bave included stocks as follows: (1) United States: Brazilian coffee stored in
New York and New Orleans, other kinds in the Urited States, coffee afloat from Brazil and
from Java and the Eaet: (2) Europe: Brazilian and other kinds of coffee in Europcan poris,
coffee afloat from Brazil and from Java and the East; {3) Brazilian pori stocks: in Rio, Santos,
Victoria, Bahia, Paranagua, Permambuco, Angra dos Reit; (4) total, excluding Brazilian
“interior” and “restricted” stocks; (5) total, including National Coffee Department stocks,
stocks pledged against the 1930-40 coffce loan, privately-owned coffee in interior warehouses
(Brazilian “interior” and “restricted” stocks). The balance of stocks pledged against the
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termed “visible” have had a somewhat restricted meaning. Be-
fore 1924, stocks were accumulated at Brazilian ports in suffi-
cient volume to meet the varied grade and quality demands of
buyers. When control was instituted over the movement from
the interior to shipping ports, port stocks were reduced by more
than half, and buyers became dependent upon actions of the
coffee-defense administration in releasing interior stocks. The
manner in which supplies were allowed to reach the market had
effects upon prices which are discussed elsewhere (p. 142 f1.).

Changes in world coffee stocks from month to month or year
to year are mostly of historical interest in helping to explain
price movements. In general, there is an inverse relationship
between stocks and prices of foodstuffs and raw materials of
world importance, and the same tendency is shown for coffee
(Chart 7). However, the exceptions are numerous in the history
of commodities subject to control. This is especially so with
coffee, and detailed analysis is not warranted except to explain
developments during periods of special interest.'* The record
of world coffee stocks and the disposition of Brazilian supplies
in 1920-39 is set forth in Table 10 for reference.

World visible coffee stocks were relatively low in 1923.
That year may be considered the beginning of the period of sig-
nificance for purposes of the present study. For the five previous
years, stored supplies averaged about 40 per cent of annual con-
sumption requirements, compared with approximately 67 per
cent for the period 1909-13. Thereafter stocks began to in-
crease from about 5-months’ consumption requirements until
they reached peak proportions during the 1930°s, when they
averaged about 15-months’ requirements, Seo-called visible sup-
plies remained at low levels, but aggregate supplies began to
get large with the record 1927-28 Brazilian crop of 27.1 mil-
193040 Sac Paulo coffee loan (p. 147) to cover bonds outstanding 1o the extent of §5,611,700
and $14,646,000, amounted in June 1942 to approximately 7.3 million bags. The contract
covering this Ioan called for the exportation of a monthly queta to be applied as interest and
amortization of the loan. In recent years the DNC has been paying the bankers the equivelent
in currency in order mot to disturb the market, and destroying the coffee. The DNC says:
“For all practical purposes, therefore, this pledged stock is definitely out of the market.”
For further details on the status of the £20 million Coffer Realization bonds, whick were due

Qct. 1, 1940 and have been in default since 1938, sez Moody's Manual of Invesiments—Gop-
ernments and Municipals, 1943, pp. 1712-13.

14 See chapter x for a discussion of the operations of various Brazilian control schemes,
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lion bags. A succession of record-breaking crops in 1929-30,
1931-32, and 1933—-34 created an unparalleled situation. Rec-
ognition of this came in 1931 with the beginning of the coffee-
destruction program in Brazil.

CHart 7.—InpEXEs oF WoRrLD STOoCKs AND Prices oF Co¥FEE AND oF OTHER
IMroRTANT FooDsTUFFS AND Raw MATERIALS, 1920--37%
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The data in Table 10 tell their own story and show the crit-
ical situation that had developed by 1937. That year marked
the end of one period and the beginning of another significant
epoch in the modern economic history of coffee. It saw the de-
struction of 17.2 million bags of coffee, the failure of an at-
tempt at agreement among coffee-producing countries looking
toward correcting a maladjusted world coffee situation, the
abandonment of price control in Brazil and the announcement
of a new policy of free competition in trade, and the fall in Bra-
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zilian coffee prices by one-third. Thereafter, with the employ-
ment of drastic measures, the supply situation took a turn for
the better, exports were expanded as prices were stabilized at
the lower levels, and the effects of neglect and the abandonment
of trees began to show in coflee yields.

TabLe 10.—WorLp Stocks oF COFFEE, ANNUAL AvERAGES, 1920-39 anp
BRAziLiaw STATISTICS ox SUPPLIES AND TuEmR DisrosTion
FOR THE SAME Periop*

(Miilion bags of 600 kg.)

World stocks PBrazillan supplies
Celendar Deatrue- {
vear Visibla | Interior Total tion In | Bupplies® | Dispo- | Yearend
supply Brasll Brazil altion* | carryover*
1920......., 7.9 - 7.9 ! 16.3 12.4 3.8
1921........ 3.9 . 8.9 20.9 13.6 7.8
1922........ 8.7 8.7 21.6 14.3 7.3
1923........ 5.9 5.9 21.6 16.4 5.2
1924........ 4.9 2.8 7.7 21.1 16.5 4.6
1925........ 5.1 2.8 7.9 19.4 16.0 3.4
1926........ 4.6 4.5 9.1 19.4 16.6 2.8
1927........ 4.6 6.8 11.4 21.2 18.3 2.9
1928........ 5.2 13.5 18.7 30.7 17.4 13.4
1929........ 52 13.4 18.6 35.6 18.1 21.6
1930........ 5.3 25.0 30.3 48.8 19.4 2.4
1931........ 6.3 26.2 32.5 2.8 51.1 25.1 26.0
1932........ 5.5 28.0 3.5 9.3 51.8 26.0 25.6
1933........ 6.3 19.0 25.3 13.9 85.2 34.5 20.7
1934........ 7.9 18.3 26.2 8.2 | 48.%2 27.9 20.3
1935........ 7.4 18.5 25.9 1.7 39.3 22.9 16.4
1936........ 7.9 21.3 29.2 3.7 42.7 24.1 18.6
W3r........ 7.7 24.0 .7 17.2 41.0 35.9 9.1
1938........ 7.4 8.0 27.2 31.6 4.4
1939........ 8.0 . . 3.5 25.2 26.7 s

* Data on world stocks (annual averages of monthly figures) from U.S. Dept. Comm.,
Survey of Current Business, 1938 Supplement, p. 113: ibid., 1940 Supplement, p. 112. For
composition of the visible sapply, see footnote 13, p. 130. Stocks in interior Brazil were not
teported prior to Qctober 1923 and reported only at irreguler intervals after March 1037,
Averages for 1934, 1936, and 1937 are for various months (usually six in all} when data were
reported. Data on Brezilian supplies arc the official figures of the Department of Production
Statistics of Brazil (International Yearbook of Agricultural Stotistics 1939-40, p. 1077). In-
formation on aggregate snpplies does not agree with that fram other sources owing to differ-
eaces in reporied production. Seo comment on Brazilian production statistics, pp. B8-90.

* Stocks at beginning of year plus production.

* Exports plus domestic consumption plus destruction.

* Stocks at ports and held in the interior.
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But the failure on the part of Brazil to take essential cor-
rective action earlier in the decade had permitted the mild-pro-
ducing countries to strengthen their position. World stocks were
approaching more normal levels, and the world statistical posi-
tion had greatly improved when World War H broke out. Then,
for the first time, other producing countries faced problems of
storing and disposing of surplus supplies,

In addition to stocks classed as ‘““visible,” the existence of
which is a matter of record and common knowledge, there are
also supplies classed as “invisible,” which are known to exist
though their magnitude is usnally unknown. Such supplies are
primarily in importers’, roasters’, and distributors’ warehouses,
and secondarily in retailers’ and consumers’ hands. Their size
has a significance in reflecting trade appraisals of future market
trends as well as current rates of consumption. Important dis-
tinctions are to be made between the flow of coffee into consum-
ing centers in reflection of a changed consumer demand for
immediate consumption, and the flow which reflects only the
actions of trade factors in building up or reducing stocks in
anticipation of price changes or prospective changes in con-
sumer demand. '

Although knowledge about invisible supplies within particu-
lar consuming countries is always of interest to the trade in those
countries, at times market situations develop when accurate in-
formation is needed for broader purposes. Such was the case in
the United States in 1941, when the first comprehensive survey
of green coffee stocks and consumption was undertaken by the
Department of Commerce.” Stocks in the United States in-
creased rapidly following the stimulation of imports upon sign-
ing of the Inter-American Coffee Agreement late in 1940. It was
important for establishment of administrative policy in connec-
tion with this agreement to know the extent to which stocks had
increased as the result of speculative influences, and the extent
to which they represented a legitimate growth based upon in-
creasing coffee consumption,’

15 11.S. Dept. Comnm., Bureau of Census release, Nov. 17, 1941.

16 Increased mass purchasing power plus large numbers of men in the army with & coffes
ration seid to have been 45 pounds a year were two influences responsible for an apparent io-
cTease in coffes consumption to all-time peak levels in the United States late in 194), equiva-
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The Department of Commerce survey of green coffee stocks
and consumption, based upon roasting volume of roasters,
chains, and delivery routes, indicated that the United States had
on hand at the opening of 1942 about 4.2 million bags of green
coflee, equal to about 3-months’ consumption requirements at
the rate indicated by roasting volume for the last quarter of
1941. This, apparently, was a “normal’ situation, and corre-
sponded with the volume importers and roasters were permitted
to carry during the control period of World War I.** But stocks
were depleted during 1942 as imports were unavoidably cur-
tailed because of the shortage of shipping. By November they
had fallen to under 1.4 million bags. Restrictions on deliveries
to the trade were first imposed, and finally rationing was neces-
sary. Stocks held by ultimate consumers are ordinarily not a
factor of importance, amounting to less than two weeks’ supply.
However, in anticipation of rationing, which was instituted late
in November 1942, there was a tendency for consumers to stock
up beginning in the second quarter of that year.

lent to roughly 17 pounds per capita. Later, in 1942, ns a coffee shortage developed in the
United States and rationing became necessary, the army allowance was reduced to roughly
12 pounds s year and the civilian ration was reduced from sbout 20 to 10 pounds apnuslly
per coffee drinker.

17 See Izrving Bernstein, Control of Coffee in World War I (U.S, Dept. Labor, Bur. Labor
Siatistica, September 1941, mimeographed), p. 8.



CHAPTER X

BRAZILIAN COFFEE CONTROL SCHEMES

Coffee has been subject to artificial controls for a longer
period than any other commodity of world importance. Until
the Inter-American Coffee Agreement of 1940, such control was
primarily a Brazilian affair, although several unsuccessful at-
tempts were made to extend it to other coffee-producing countries,
most recently in 1936 and 1937, The effects of Brazilian activi-
ties, extending over almost four decades, were inevitably inter-
national in character. In several instances the control measures
seemed successful, though in retrospect certain of the successes
appear largely adventitious. The more ambitious later control
measures were disastrous failures. The whole experience merits
examination for the light it throws on the coffee industry and
trade, on the background of the wartime coffee situation, and on
the problems that any coffee-control scheme must face.

Marked variations in Brazilian production and the attendant
repercussions on coffee prices, financial returns to growers, and
the country’s economic well-being led to early advocacy of some
form of market control. By withholding from the market sup-
plies in excess of normal requirements when crops were large,
and then releasing stocks during years of relative scarcity, it
was hoped to influence coffee prices and incomes of growers
favorably. Such control, it was felt, would also obtain for the
coffee grower the speculative gains ordinarily accruing to mid-
dlemen and merchants.

The early experiments in Brazil, known as *“valorization”
schemes, sought to raise coffee prices above a subnormal level.’
These were regarded as temporary measures to meet abnormal

1 “The term valorization was introduced into English speaking countries abont 1906
from Brazil where it (valorizagas) had been applied to measures regulating the marketing of
coffee. In its original meaning it signified the act or process of raising the price of a com-
madity by governmental interference abave a level regarded as uneconomically low but not
above the price that wonld in the long tun be set by free competition. Valorization is pre-
sumably temporary in character, and it is significant that when Brazil inaugurated a perma-
nent plan for tha control of coffee in 1922, this was described as ‘defense’ of coffee and pot
a8 valorization.

“Since the World War the mcaning of the term has heen extended so widely as seriously
to impair its usefulness . . . .” C. R. Whitilesey in Encyclopedia of Social Sciences, XV, 210

136
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conditions. Not until the general postwar collapse of 1920 and
the relatively large crop of 1920-21 did conditions arise that
led to a plan of continuous control. Brazilians referred to this
system as “coffee defense.”

By coffiee defence, Brazilians mean the neutralisation of the influence of crop
variations on the short-period prices received by the producer: there has never
been any intention of trying to raise the long-period equilibrium price paid
by the consumer . . . . Brazil did, in fact, blunder into a policy which tem-
porarily raised the consumer’s price far above what it ought to have been;

. . . . in doing so, Brazil stepped into the shoes of monopoly quite uncon-
sciously, and was therefore most surprised when retribution swiftly followed.2

Although the earlier Brazilian experience with valorization is
now chiefly of historical interest, a brief summary is desir-
able for a better understanding of the later, more fully devel-
oped, controls that were attempted under “cofiee defense.”

"¥YALORIZATIONS

Large annual variations in supply (chapter viii} coupled
with a highly inelastic short-run demand (chapter v) are the
circumstances that inspire attempts to exercise control over the
production and marketing of coffee. Experimentation with arti-
ficial control schemes for coffee has, in the past, been feasible
only because one country dominated the world’s production and
trade. A second and important factor making valorization pos-
sible is found in the character of the product itself. Coffee can
be stored in the green or raw state for sufficiently long periods
to make the manipulation of stocks practicable.

Toward the end of the last century Brazil had become the
dominating factor in the world coffee trade. Despite the depres-
sion of the 1890’ the years of that decade were generally pros-
perous for Brazilian planters. During the first half of the dec-
ade, coffee prices were high in American currency, and Bra-
zilian growers profited further from the decline in the value of
their national currency, which began after the overthrow of the
empire in 1889 (Chart 8). Since slavery had been abolished
the year before, against the opposition of most planters, the
revolution of 1889 found support within the planter class. The
Brazilian monetary unit (milreis) was worth about 60 cents at

% Rowe, Brazilias Caffee, p. 6.
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CHART 8.—DEVELOPMENTS IN THE WorLp COFFEE SITUATION AND THE
BRAZILIAN VALORIZATION SCHEMES BETWEEN 1890 anp 1924%
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1926), p. 17 (irees in bearing in Sio Paulo).

*® Deliverics in importing countrics, more accurately “‘absorption.”

this time, bat it fell to around 15 cents by 1897." Growers’ costs
(in terms of milreis) increased very little, while sales abroad

8 On Qct. 5, 1942, a new Brazilian unit of corrency, the cruzeiro, was crested to replace
the milreis. The new unit has the same value as the ald, but is divided into 100 parts called
centavos and is expressed by the symbol Cr$. One milrein was equivalent to 1000 reis and was
expressed by the symbol 13000, In most of the present study reference is made to wilreis,
the unit used until Nov. 1, 1942,
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(in terms of gold) resulted in growers receiving a large in-
crease in the number of milreis for a given quantity of coffee.
Exports boomed, other crops were neglected, and new coffee
plantings increased. By 190001 there were more than three
times as many trees in bearing in Sio Paulo alone as in 1890—
91. Brazil’s coffee production had doubled within a decade.*

Larger crops, beginning in 1896-97, reflected the new plant-
ing of earlier years. By 1897 New York prices of coffee had
fallen to less than half the level prevailing at the opening of the
decade. At the close of the century the value of the milreis be-
gan to rise, and the planters’ few years of great prosperity came
to an abrupt end. The 1901-02 crop was over 16 million bags,
the largest then on record, compared with an average of about
6 million bags in the early 1890’s. Prices on the New York
Coffee Exchange dropped to the lowest level ever recorded, and
panic followed. An International Coffee Conference, called in
1902, failed to take appropriate action. New planting was pro-
hibited in Sdo Panlo,® but no effective steps were taken to relieve
the hardships of the severe depression. Agitation for state aid
increased until the state of Sdo Paulo officially adopted a policy
of valorization late in 1905, when it became probable that the
190607 crop would be another record-breaking one.® Brazilian
coffee production for this year turned out to be 20.2 million
bags, a figure not to be surpassed until 1927-28.

Three-fourths of the crop of 1906 was in the state of Sdo
Paulo. Destruction of part of it was proposed, but did net be-
come a feature of the valorization scheme. Rather, Sio Paulo
undertook to purchase coffee on the world markets, store it, and
later resell it, at the same time continuing earlier restrictions on

1 For a brief historical acopunt of the expansion of coffee lands in Brazil from about 1835
to the late 1920, see James, “The Coffee Lands of Southeastern Brazil,”” Geographical Review,
April 1932, XXTI, 226-30.

8 The states of Minas Geraes and Rio Grande do Sul also agreed to prohibit or penalize
new planting, but only in Sie Peule was the prohibition later extended for another five years,

8 The first indication of the size of the uext yesr’s crop usually comes with the fowering
of the trees in September or October. Harvesting begins the following April or May and is at
its height between July and Qotober. Shipments to port begin in July, and the crop or mar-
keting year runs from July 1 to June 30, but heaviest shipments are nsually in December and
Janusry. From the grower’s standpoint, it is more logical to think of the crop year as ending
with the harvest, but from the trade standpoint the harvest and its subsequent movement te
market is the more significant period. To avoid confusion, the marketing year is referred to
throughout this stady.
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pew planting. Failing to secure the co-operation of neighbor-
ing states, it soon became apparent that Sdo Paulo alone would
be financially unable to carry the program to a successful con-
clusion. Some assistance was secured from the Federal Gov-
ernment of Brazil, and eventually foreign bankers supplied the
money necessary to permit continuation of purchases and hold-
ing.” At the end of 1907, the state of Sdo Paulo held over 8
million bags of coffee. Later purchases, made possible by a
foreign loan of £15 million, which was forthcoming when prices
started to rise in 1908, brought the total to just under 11 million
bags. Sales reduced the state’s holdings to around 7 million
bags by late 1909, and to approximately 3 million bags by
1914.° The remaining stocks held under the valorization scheme
were gradually disposed of in subsequent years.

An important feature of this first valorization scheme was
the effort to control production, which accompanied the effort
to support prices. Not only was new planting forbidden in im-
portant growing regions, but one of the conditions in obtaining
new credit from the foreign banking group in 1908 was an
undertaking to curtail production and exports. The prohibition
of new planting in Sdo Paulo for 10 years, from 1902 on, seems
to have been in large measure responsible for the favorable
setting and success of the scheme. Consumption was expanding
so that, with no important increase in productive capacity, it
was only a matter of time until supply and demand came into
a balanced relationship.

Coflee prices, which averaged a little over 6 cents per pound
for the Rio No. 7 grade in New York during 1907 and 1908,
rose steadily over the next few years to an average level of

7 The financing of the various Brarilian valorization and coffee-defense schemas constitutes
a story in itself. Mote details on this particular aspect of Brazilian experience will be found
in the references cited in this chapter.

8 Stocks were held mostly in European and American ports. At the close of 1909 & little
over 6 million bags of the coffee in the valorization commiltee’s hands were in Harre, New
York, Hamburg, and Antwerp. The remainder, less than three-quarters of n million bags,
was in London, Rotterdam, Trieste, Marseille, Bremen, and Genoa. See H. C. Graham, Coffee
Production, Trade, and Consumption by Countries (1.5, Dept. Agr., Bur. Statistics Bull. 79,
Dec. 31, 1912), p. 28.

9 Althongh the bankers’ losn of £15 million was paid off in 1914, the last of the valor-
ized coffee was not accounted for until 1918, Of the stocks held in Europe & large part was
located in Germany and Belgium. These atocks were seired by the Germans early in the war;
and indemnity was awarded Brazil only at the peace confercace.
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above 14 cents in 1912. This rise precipitated a congressional
investigation in the United States, Senator G. W. Norris of
Nebraska charging that Brazilian valoerization was costing the
American people 35 million dollars a year. Hermann Sielcken,
a New York coffee dealer who undertook the responsibility for
financing the Sdo Paulo scheme after the government had en-
countered difficulties, and his associates, were made defendants
in a suit brought by the United States Government charging a
conspiracy in restraint of trade, but no injunction or redress was
granted by the court.”

It is likely that prices would have recovered from the low
levels prevailing early in the century even without the valoriza-
tion scheme, inasmuch as consumption exceeded production
during most of the period (Chart 8). The sharpness of the rise,
however, was doubtless due to the control measures employed.

The merchants and bankers involved in the first valorization
made small fortunes, and growers were undoubtedly benefited,
but it is almost impossible to assess costs and profits in terms of
producer and consumer interests, as there is no way of judging
what might have happened if there had been no intervention.
Consumers paid more for coffee during this period and resented
it, but against this must be set the possibility that without the
valorization, many plantations would have reverted to jungle,
creating a shortage in supply later that might well have caused
prices to rise more than they did.”” Significant residual effects
were that the coffee interests of Brazil acquired a strong faith
in the merits of valorization and that the Federal Government
became less reluctant to participate.

During World War I the ceniral European market was cut
oft by blockade, and imports by the Allied powers were re-
stricted. Stocks began to accumulate in Brazil, the 1917-18
crop promised to be about 3 million bags larger than the
previous one, and New York prices fell rapidly during the

10 For further details on the United States investigation, as well as other maiters in con-
nection with Sido Panle's first valorization, see Elizabeth Stoffregen, “A History of Brazil

Coffez Control” (reprinted from Tec and Coffee Trade Journal, issues of November, December
1928 and January 1929), pp. 10-13.

11 For sppraisals of the results of Braxil's first valorization scheme, sec B. B. Wallace and

L. R. Edminster, International Control of Raw Materials (Washington, D.C., 1930), pp. 133
#4; and Rowe, Braziliza Coffee, p. 9.
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latter half of 1917. The state of Sio Paulo again took the
initiative, borrowed from the Federal Government, purchased
3 million bags of coffee, and arrested the decline in prices. The
crops of the next two years were the smallest since the turn of
the century, demand strengthened at the end of the war, prices
rose spectacularly in 1919, and the valorized coffee was sold
at an enormous profit. Although many planters had been ruined
by the great frost in 1918, they received a much better price for
their 1917-18 crop than could otherwise have been expected.
The frost not only greatly reduced the crop being harvested in
mid-1918, but foreshadowed the extremely short crop of the
following year, and assured the successful liquidation of the
stocks purchased in 1917,

Unlike the first iwo valorizations, the third grew out of the
postwar depression and deflation of prices, rather than diffi-
culties arising from bumper crops or excessive producing ca-
pacity. In 1920-21 Brazilian production returned to “normal”
at the same time that the postwar price boom collapsed. Coffee
prices fell from over 23 cents for the Santos No. 4 grade at
mid-1920 to around 9 cents at the opening of 1921, and the
third valorization was undertaken.

This time, as Brazilian exchange depreciated rapidly, the
Federal Government took the leading part in the operations, At
one time it held 4.5 million bags of coffee, but all of this was
successfully marketed by early 1924 on a trend of rising prices
beginning in mid-1921 (Chart 8, p. 138). The successful con-
clusion of this operation was facilitated by relatively smaller
crops in 1921-22 and 1922-23. No restrictions on new plant-
ing were imposed. As in the second valorization (but not the
first), stocks were held in Brazil.

Meanwhile, a scheme of permanent control was taking form
as entries from the interior into the ports of Santos and (later)
Rio were regulated in order to assure an even flow of the crop
to market. In 1923, the Government adopted a policy of hold-
ing back supplies in specially constructed warehouses, to be
released as desired for their influence on prices.

All three of the interventions were carried out on a highly
profitable basis for their promoters. The first valorization, and
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its accompanying restrictive measures, prevented a severe drop
in prices in 1906-07 and resulted in higher prices than might
have been expected otherwise during the three years 1910-12,
while the second and third valorizations appear to have moder-
ated price fluctuations to the benefit of producers if not con-
sumers.'” But the prospect of greater stability in growers’ re-
turns arising from control encouraged the rapid extension of
new planting and led to new situations calling for more and
more state intervention.

PERMANENT DEFENSE—FIRST PHASE

While the third valorization was still in progress, the basis
was being established for a permanent scheme of control. Re-
sponsibility was once more turned over to the state of Sdo Paulo,
and the various measures agreed upon came into operation early
in 1925, through the newly established and semiofficial Sdo
Paulo Institute for the Permanent Defense of Coflee, later known
as “the State of Sdo Paulo Coffee Institute.” Sao Paulo inter-
ests have always been the most ardent advocates of control. At
times other states and the Federal Government have participated
in the various schemes, but faith in their efficacy has rested
largely with the Paulists. The story of coffee defense under the
leadership of Sio Paulo and precipitation of the great crises
and liquidation has already been told in some detail by the
British economist, J. W. F. Rowe. Here it is necessary 1o give
only a brief summary of the main features of the controls
employed from 1925 to 1929 and the steps taken in the crisis
so that Rowe’s conclusions on the Brazilian experience of this
period may be examined more intelligently.

During 1925 and 1926 the newly formed Institute engaged
chiefly in perfecting the mechanisms for control. The regulation
of entries into Santos, initiated by the Federal Government dur-
ing the third valorization, was continued in a modified and more
fiexible form. This control was supplemented by intervention
in the Santos market whenever prices showed a tendency to
weaken. The warehouses built by the Federal Government

12 Wallace and Edminster, op. cit., pp. 136-50.
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had been purchased, others were constructed, and arrangements
were made through the establishment of a state bank to make
lIoans on growers’ stocks held in the regulatory warehouses and
on their plantations. The funds necessary for carrying on the
operations of the Sdo Paulo Coffee Institute were obtained by
a series of foreign loans and a transportation tax on every bag
of coffee moved from the interior. Prices were high, and were
successfully maintained, principally because the statistical po-
sition was not unfavorable.

The first real test of the new control scheme came with the
1927-28 bumper crop of 27.1 million bags, which was 7 mil-
lion bags larger than the 190607 crop. In September 1926,
flowering of the trees gave warning, and prices began a decline
that extended to mid-1927. The prospect of a huge unmanage-
able surplus throughout the Brazilian cofiee belt finally induced
other states to adopt essentially the same measures of control as
Sio Paulo and to co-operate with the Institute. With the help of
additional foreign financing, purchases were made in the mar-
ket and stocks were held back in the interior. After falling from
22 cents {Santos No. 4, New York} in September 1926 to 16
cents a pound in mid-1927, prices started to recover and in
1928, at 23 cents, actually averaged a cent 2 pound higher than
in 1926 (Chart 9).

The Institute was given much credit for this price recovery,
in the face of an increase in the Brazilian carryover from some
3 or 4 million bags to 13.5 million by mid-1928, equivalent
to one year’s exports. But the 1928-29 crop was only half the
size of the previous year’s. It seemed that the danger had passed
and that the huge carryover could be managed without too much
difficulty, especially since smaller crops normally may be ex-
pected to follow an exceptionally large one.

Flowering in the fall of 1928, however, indicated another
large crop for 1929-30. It proved unexpectedly to be even
larger, by a million bags, than the record crop of two years
earlier.’”® Despite this indication of trouble ahead, and despite
the facts that stocks were still increasing and that Brazil’s 1928

18 “The prosperity of preceding years,” according to Rowe (Brazilien Coffee, p. 13,
“had led to more intensive and careful cultivaetion of the trees, and this had resulted in
grestly increaased powers of recuperation.”’
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exports turned out to be considerably lower than those of 1927,
prices went io still higher levels early in 1929, averaging almost
25 cents in New York for the month of March.

CHART 9.—FaActors IN THE WorLD CorrFeE SiTUaTION, 1920-41%
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Meanwhile, new planting had been increasing during the
several years of high prices. The output of millions of addi-
tional trees was beginning to be felt, though the peak of pro-
ducing capacity was not reached until later, after the crash and
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during the depths of the depression (Chart 9)."* Thus, the new
planting of this period was not mainly responsible for the large
crop of 1929-30, though it was a factor in all crops from the
middle 1920’s on.

Of more immediate importance in the events leading up to
the crash was the overexpansion of credit and the unhealthy
boom generated by the overliberal loans made on the 1927-28
crop. Advances were made on the then current value of the
stored coffee used as security, rather than on the grower’s actual
cash needs for continuance of operations. Since costs are low
with bumper crops, most planters found themselves suddenly
flush with cash. Although they used part of this for new land
developments and coffee planting, enough was left over for
other spending to create a boom which undermined the banking
system of the state of Sdo Paulo.'

The crash came finally in October 1929 with the stock-
market break in the United States. The prospect of securing new
money to finance the huge stocks and continue advances to
planters was poor indeed, though for many months, apparently,
the coffee interests of Sdo Paulo regarded the crash as only a
market break and were unaware of the real nature of the crisis.
The Institute had run out of funds, and market intervention had
to be withdrawn.

Although the crash exposed the mlstakes of coffee control
during the defense period, it was hardly feasible under the
circumstances to abandon all efforts at government intervention.
One of the characteristics of all control schemes seems to be that

14 New trees were being bronght into production even after abandonment bad assumed
sizable proportions. This is indicated by the following data for Sdo Paulo from Estatistica
Agricola ¢ Zootechnica, Secrctaris da Agricultura, Industris ¢ Commercio, Estado de Sao

Panle, for selected years {obtained through the courtesy of Foodstufis Unit, Bureau of For-
¢ign and Domestic Commerce, U.S. Departmens of Commerce), in thousands:

Item 1930-31 1932-33 1934-35
No. of trees producing.........ocevusees.. 1,265,152 1,504,035 1,560,390
No. of new Irees. . ..ccvveeevvvinacresnnneas 323,447 205,511 48,236
No. ahandoned or cut during the year...... 48,973 59,134 56,230
Arca cultivated (meres) .......coc00iiaunn 2,131 2,335 2,222
Production (50 kg. bags) ........covvvntns 12,909 14977 13,653

18 “At the back of the coffee situation was the financial situation in Brazil; there loy
the key to the whole sitastion, but the world wes concentrating ita sttention so closely on the
statistical position of coffee that few, if any, ohservers troubled to glance at the returns of
the Sio Paulo banks, lhongh thess were telling » most interesting and a very different tale.”
Rowe, Brazilian Coffes, p.
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the more they are employed the greater is the difficulty of drop-
ping them and returning to a laissez-faire policy. It was natural
at this juncture that coffee defense should become even more a
matter of politics. The situation, as seen in retrospect and
through Brazilian eyes, has been described as follows:"®

There began then, the dark years in coffee history and the effects of the per-
manent valorization policy suddenly appeared in their stark reality . ..
With the rise in prices occasioned by Brazil's successive interventions . . . .
other countries . . . . hegan to plant it [coffee] and to share in increasing
armounts in world markets . . . . during the last 20 years . . . . {consump-
tion] has increased . ... 8390,000 {bags] annually., However, of this

increase, Brazil’s share was only 2,980,000 bags (35.5¢%%) while that of other
countriee amounted to 5,410,000 bags or 64.59;,

In April 1930 another £20 million loan (the Coffee Realization
Loan} was arranged by Sdo Paulo, but only at an interest rate
of 7 per cent; and in July the Federal Government again took
over the responsibility for coffee defense. Brazilian coffee con-
trol had entered a new phase.

PERMANENT DEFENSE—-SECOND PHASE

Differences of opinion between the Federal and the Sio
Paulo Governments on how the coffee problem should be han-
dled were apparently resolved after the revolutionary movement
in the fall of 1930 and the change of presidents. The new Fed-
eral administration placed in effect a new series of defense
measures in 1931. Thereafter the *‘coffee policy . . . . has
varied according to circumstances, but always with the end in
view of reconquering the position which Brazil formerly held
in supplying world markets which was lost under the valoriza-
tion [defense] plan.”" It was not for some years, however,
that the policies pursued contributed much toward regaining
the Brazilian position in the coffee world. Rather, they had of
necessity to be chiefly concerned with working out the surplus
problem that grew progressively worse during the first few
vears of the 1930s.

From 1931 until the fall of 1937 the main features of Bra-
zilian coffee defense were the destruction of existing and new

18 Teifilo de Andrade, in Brazxil, Ministry of Foreign Affairs, Brazil 1939/49, p. 917.
17 De Andrade, op. cit., pp. 97-98.
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supplies and the prohibition of new planting in an effort to bring
about a better adjustment with demand. The latter measure had
been employed in the first valorization and was adopted again,
though under conditions existing during most of the 1930’s it is
doubtful that growers, in Brazil at least, had much incentive to
expand holdings.’* Despite general prohibition of new plant-
ing, the law seems not to have been strictly enforced and some
new planting did occur even in the face of a generally drab
coffee outlook. Price-manipulating measures had relatively
little chance of success when all the world knew of Brazil’s pre-
dicament; and the producers of mild coffees continued to expand
their production and exports, selling at prices not much higher
than those for Brazilian coffees.

The two large Brazilian crops of 1927-28 and 1929-30 had
left an excess of supplies over exports for the three years
1928-30 of approximately 25 million bags. The prospect of a
third huge crop in 1931-32 (which turned out to be 28.3 mil-
lion bags) made it evident to even the most hopeful that far
more drastic measures needed to be taken. Prices continued to
fall heavily during 1930, when not only depression influences
but the forecast of the third bumper crop resulted in a more or
less steady decline. The coflee-destruction program was in-
augurated in mid-1931, and some 2.8 million bags were bumed
during the remainder of the year. As actual burning pro-
gressed, even though on a relatively modest scale, prices firmed
and began to recover late in 1931 from their lows of about 8
cents.

Brazilian coffee exports in 1931, greatly stimulated by the

18 Protests, especially from Parand, resulted in alightly modifying the restrictions to
permit a emall expansion in the newer coffee areas.

19 By the world at large the burning of coffee in Brazil was at first regarded as one of
those desperate and spectacular measures that are sometimes temporarily resorted to by pro-
ducers or merchants in au effort ta attrect political suppert and reliel, or 1o create an artificial
shortage for the purpose of raising prices. As it became clear that bumper crops and excess
producing capacity would reguire a conlinuation of these or similar memsures, coffee was
singled out, especially during depression yesrs, as one of the prize examples of breakdown in
the world’s economic machinery.

Unlike rubber or tes trees, coffee trees produce an snnual crop, and supplies cannot very
well be adjusted to demand without waste, as by lighter tapping or picking. Theoretically,
the berries could remain tnpicked and be allowed to fall to the ground, but in practice, super-
vision and control over a form of wealth lying about loosely would present such an enormous
task, almost impossible to keep free from politics, that the only feasible method for carrying
ont a destruction program is the expensive one of harvesting, transporting, and burning under
supervision at a few ceniral places. Coffec trees could be pulled up to eliminate excess
capacity, 1o be aure, but this would be & last resort for reasons already wmentioned.
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fall in prices to the lowest level since early in the century (8-9
cents for Santos 4’s in New York), reached an all-time high of
17.9 million bags; but the increase in volume did not compen-
sate for the fall in prices. The total value of Brazil’s exports
consequently fell drastically, and the exchange situation again
became eritical. Despite contraction of imports, Brazil’s foreign
commitments were large from earlier borrowing. The value of
the milreis began to fall rapidly in the latter part of 1930 and
remained at a low level throughout 1931 and 1932. Although
Brazil had shipped her gold reserves abroad in an effort to
support the milreis, the problem of financing remained difficult.
High coffee prices during the middle and late twenties, com-
bined with extensive borrowing, had permitted a stabilization
of the exchange rate. Now the unwillingness of foreign capital-
ists to advance further sums in the face of a world financial
stringency, the drastic fall in coffee prices, and the failure of
Sio Paulo authorities to handle coffee defense successfully,
were ample reasons for the Federal Government again to take
the lead in directing policy and control measures.

The Federal Government agreed to buy all stocks in Sao
Paulo on July 1, 1931 at prices somewhat above amounts al-
ready loaned to planters. Financing was arranged by credits
from the Banco do Brasil, a loan from an American firm against
consignment coffee, and an exchange of 1.3 million bags of
coffee for 25 million bushels of wheat held by the United States
Grain Stabilization Corporation. After some false starts, the
coffee-producing states agreed to an export tax of 10 shillings
per bag (soon increased to 15s.) for buying and destroying
surplus coffee, and also for servicing the 1930 lean to Sio
Paulo.*® In 1933, the rate was fixed in terms of Brazilian cur-
rency at 45 milreis per bag, then equal to about 2.7 U.S. cents
per pound.

Although the burning of over 9 million bags of coffee in
1932 (interrupted only from August to October by a revolution)
brought total destruction to 12 million bags, the statistical posi-

20 Originally the Coffce Realization Loan was serviced by & specisl tax of 3s. on port

entries gt Santos. Entries were 1o be restricted to a monthly rate equal to one twenty-fourth

of the estimated crops over m two-year period, in order to prevent a further accumulation of
interior stocks.
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tion was not greatly improved, and stocks contimied at record
levels (Chart 9, p. 145). The closing of ports during the un-
successful Sae Paulo revolution reduced exports to 11.9 million
bags for the calendar year, and led to a temporary price ad-
vance in New York. Prices were not long sustained at the re-
covery level (almost 15 cents during September and October),
however, for the flowering of the coffee trees indicated another
large crop for the 1933—-34 season. As this crop materialized,
prices in New York during 1933 returned to an average level
of just over 9 cents a pound.

The 1933-34 crop of 29.6 million bags proved to be an
all-time high, but was the last of a series of four huge crops
coming every other year beginning with 1927-28. This last
great crop definitely reflected the new planting that was accel-
erated (from 1927 on) during the years of high prices and
optimism regarding the efficacy of the coffee-defense scheme.
Thereafter, the statistics on coffee trees in bearing began to
show a decline from abandonment and restrictions on new
planting.**

According to Brazilian statistics, the carryover in Brazil at
the opening of 1933 was 25. 6 million bags compared with 29.4
million at the opening of 1931. During 1933 the destruction
program was stepped up. Another 13.9 million bags were
destroyed, and exports returned to 15.5 million bags, partly
because prices eased further and perhaps parily because the
price differential between Brazils and milds was tending to
widen (see Chart 10, p. 173).

In addition to the destruction of existing stocks, a “sacrifice”
quota plan was introduced when it became apparent that the
1933-34 crop would be so large. In February 1933 the Na-
tional Coffee Department ( DNC) was established. The Federal
Government thereby assumed full charge of coffee defense,
which up to this time had been partly administered by a coun-
cil of the coffee-producing states. The previous plan of an auto-
matic adjustment of port entries to production was abandoned in
the face of a crop of nearly 30 million bags. Instead, the crop

21 Table § (p. 117} shows a reduction of 478 million trees in Brazil between 1933 and
1939, leaving an estimated 2,500 million trees in the latter year.
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was divided into three parts: 30 per cent for port entries; 30
per cent for retention in interior warehouses; and 40 per cent
for destruction (sacrifice quota}.

The 30 per cent held in the interior was not to be released
until the port entry quota was filled, and growers were to re-
ceive 30 milreis per bag for the coffee allocated for destruction.
Thus, 11 million bags of the 13.9 million destroyed in 1933
represented the current crop sacrifice quota. The DNC also
purchased nearly 11 million bags of the surplus from the
1931-32 and 1932-33 crops, bringing total purchases from
October 1930 through June 1934 to almost 49 million bags.
Growers were not happy over the price offered by the Govern-
ment, and refused to accept until it was decreed that after July 1
only the new crop could be exported. The heavy destruction of
1933 was apparently also instrumental in the price improve-
ment witnessed throughout 1934, when Santos 4’s averaged
11.2 cents as against 9.3 during 1933.

Despite smaller 1934-35 and 1935-36 crops, the mainte-
nance of exports at the level of 14—~15 million bags, and contin-
ued destruction, improvement in the statistical position was
slow, and prices eased to 8 cents in August 1935. A convention
of growers proposed the destruction of 4 million additional
bags to be purchased from the interior by funds raised by an
export tax. This was done and prices recovered somewhat
during 1936, but it was apparent that more drastic steps were
necessary. Another sacrifice quota was needed, and this time
the Government made the destruction of 40 per cent of the
current crop practically compulsory, growers being paid merely
enough to cover the cost of bags and transportation. At the end
of 1936 approximately 40 million bags of coffee had been de-
stroyed. Yet stocks were still high, according to Brazilian
figures 18.6 million bags, or 2.2 million bags higher than a
year earlier.

The 193637 crop was again large (26.4 million bags), a
30 per cent sacrifice quota was again employed, destruction
was stepped up, and a total of 17.2 million bags was burned in
1937. At last drastic action was being taken. With the exception
of 1932, when the Sio Paulo revolution stopped shipments for
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a while, exports in 1937 {fell to the lowest level since early in
the 1920’s, and mild coffees sold at little or no premium over
Brazils. It was therefore high time for a change in policy.
Brazil was rapidly losing her position in the coffee world,
growers were dissatisfied and restless, Brazilian exchange was
falling rapidly, and credit had become tight.”* Attempts in 1931
and 1936 to secure agreement with other producing countries
had failed, and a second Pan-American Coffee Congress meeting
in Havana in August 1937 also resulted in no agreement on
planting or export restriction, or on the defense of coffee prices.

Plans for the 1937-38 crop involved a continuation of de-
struction and another sacrifice quota of 30 per cent; but upon
the failure of the Havana conference to secure agreement with
other coffee-producing countries who were profiting from Bra-
zil’s troubles, a radical change in policy was finally made. The
price-defense policy, first adopted as a permanent feature of
state intervention in 1925, was abandoned in favor of one of
free competition. By reducing to 12 milreis the export tax,
which had stood at 45 milreis since 1933, it was possible to let
Brazilian coffee fall to competitive levels without lowering the
price received by growers by a corresponding amount. Al-
though Brazilians resent charges of dumping that were made
by competitors, they did precipitate a coffee war.”® The per-
manent abandonment of price defense, however, camnot be
viewed in the same manner as a temporary price cut in order
to gain a competitive advantage.

The effects of the new Brazilian policy were immediate. The
drop in average prices for Santos 4’s in New York from 11.1
cents in 1937 to 7.5 cents in 1939 was accompanied by rising
exports, from 12.1 million bags in 1937 to 17.1 in 1938 and
16.5 million in 1939. Whereas other Latin American pro-
ducers were the chief beneficiaries of Brazilian defense poli-

22 “It is no exaggeration to say that many of the most compstent observers really believed
that the nation was about to crack up finaacially.” Christien Science Menitor, Nov. 11, 1937.

22 An editorial in the Sdo Prulo newspaper Folha da Manhd of Nov. 4, 1937 had this to
say: “The suppression of the 45 milrsis tax which was the overburden that defeated us in the
competitive world markets will result in & lowering by 20 per cent of the foreign prices of
coffee without affecting our internal situation though it will dsmage the interests of our com-
petitors who refused to show any spirit of co-operation.” Quoted in Christian Science Monisor,
Nor. 11, 1937.
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cies throughout the early and middle 1930’s, they now became
the main victims of the change in policy. Colombia and EI Sal-
vador reduced their export taxes on coffee and relaxed their
foreign exchange regulations, Venezuela intraduced an export
subsidy, and other countries took similar steps in order to meet
the new situation. The colonial coffee producers were least af-
fected, since they enjoyed strong protection behind imperial
tariff walls.

Expansion in Brazilian exports, coupled with smaller crops
in 1937-38 and 1938-39 and continuation of the destruction
program (8 million bags were burned mm 1938 and 3.5 million
in 1939), resulted in a greatly improved statistical position in
1939. About the time that stocks in the country had finally been
reduced to manageable proportions by a series of drastic actions,
the war broke out in Europe.* This brought new problems, the
story of which constitutes another phase of recent coffee history.
Although the Federal Government, through the National Coffee
Department, continues to retain control over the Brazilian coffee
situation, after November 1937 less significance attaches to the
control scheme. Price-supporting and stabilizing objectives gave
way to measures designed to protect the country’s coffee indus-
try in the best manner possible against increasing competition
from the mild-producing countries, and later against loss of
markets resulting from World War II.

WARTIME DEVELOPMENTS IN BRAZIL

The reaction of Brazilian growers to the situation created
by the war suggests that considerable faith persists in the effi-
cacy of artificial control schemes. There was apparently a
strong sentiment among growers in favor of old-time valoriza-
tion measures in the belief that, as in 1918, they would scon
bring better days. The president of DNC devoted several pages
in his annual report for 1940 to recognition of what he termed
a “general demand from the interior” for govemment inter-

24 1n his annual report for 1941, J. F. Guedes, President of the DNC, states that “were
it not for the war which is affecting the entire world, the coffee problem wonld have been fully
and completely resolved. We would no longer have to worry over excesses of cur production.”
Brazil Coffee in 1941, p. 19,
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vention of the type employed prior to the permanent-defense
experience. He went on to explain and defend the Federal
Government’s policy in turning down such proposals, and to
point out why conditions of 1940 were not comparable with
those of 1918.* Ii is difficult for the outside observer to under-
stand how any valorization scheme could be seriously considered
as a solution to the problems of 1940, especially in view of
Brazilian experience during recent years.

Instead, in 1940 Brazil adopted, with reference to the
194041 crop, a “principle of maintaining the statistical equi-
Librium between export possibilities and the quantity to be re-
leased on the market.,”®* Part of the crop was to be withdrawn
from the market as before, but now the former sacrifice quotas
were called by a different name inasmuch as it was not neces-
sarily the current crop that would be destroyed. However, at a
congress of the coffee states it was agreed to continue the prohi-
bition of new planting to June 30, 1941; and the coffee pur-
chased by the DNC, except that used for industrial and publicity
purposes, was to be “eliminated from the market.” Fixing a
“general quota of equilibrium” at 25 per cent on all production,
except that of a few small states, meant that one-fourth of the
crop was to be delivered to the DNC on payment of a nominal
sum per bag. It was also decided to impose a “supplementary
rate” of 30 per cent on the Sdo Paulo crop, since national over-
production originated principally in this state. It was estimated
that almost 11 million bags needed to be withdrawn from the
market and, if this were done, the carryover as of June 30, 1941
would amount to a little over 6 million bags.”” The severe
drought of 1940 was counted upon to reduce stocks by another
2 or 3 million bags and was expected also to affect the 1941-42
crop. Actually the drought in the state of Sdo Paulo during the
second half of 1940 extended to mid-1941. It reduced the state’s
crop to perhaps only 4 million bags against an average of 14.5

25 I F. Guedes, Brazil Cofles in 1940 (Report submitted on April 30, 1941 to the Advisory
Council of the National Cofice Department of Brazil by its president, Ric de Janeiro, 1941},
po. 21-25.

26 Teofilo de Andrade of the National Cofiee Department in Brazil, Ministry of Foreign
Affairs, Brazil 1940-41: An Ecenomic, Social and Geographic Survey (Rio de Janeiro), p. 123.

27 Andrade, op. cit., p. 124.
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million bags in the three preceding years,” though other esti-
mates place the 194142 S3o Paulo crop at closer to 6 million
bags.

Brazil’s coffee exports amounted to 16.5 million bags in
1939, some 12 million in 1940, and 11 million in 1941.*° After
1937 the rate of destruction tapered ofl considerably. Over 3.4
million bags were burned in 1941, but this was not enough to
establish the statistical equilibrium desired, and stocks of 9.2
million bags were forecast as of June 30, 1942, The equi-
librium quota for 1941-42 was therefore increased to 35 per
cent.”” Exports for the second quota year under the Inter-Amer-
ican Coffee Agreement (October 1 to September 30, 1941-42)
fell to 7.4 million bags as against 10.3 million for the quota
year 194041, and the DNC forecast an exportable surplus of
13.9 million bags for 194243.

Frosts of late June and early July 1942, described as the
“worst since 1918,” resulted in revising estimates of the 1942-
43 530 Paulo crop downward from 13-15 million bags to 7 or
8 million, and the crop of Paranid from about 2 million to
250,000 to 500,000 bags. But the equilibrium quota for 1942
43 was again set at 35 per cent, though in view of the heavy
drought and frost damage in Sio Paulo and Parana these states
were exempt from full applicability. Practically all of the
young trees (1-3 years old) were killed in Sio Paulo and
Parand, and many older trees were so badly frozen that they
were not expected to produce their usual output for two or three
years. However, as has often happened in the past, the frost
damage in June—July turned out to be less than anticipated, and
flowering of the coffee trees in the fall of 1942 was excellent,
indicating good prospects for the next crop.”

Despite the confusing and conflicting crop reports of recent

28 Guedes, Brazil Coffee in 1941, p. 45.

28 The drep in 193940 exports, especially to the United States, was attributed by the
DNC to the poor quality of the Brazilian crop in a season when the Colombian crop was of
high quality. Guedes, Brazil Coffee in 1940, pp. 36-37.

30 By Federal Government decree in mid-1941, at the same time that minimum prices were
estsblished for the sale of coffes mbrond (pp. 183-86). The 194142 crop was cstimated at
12.7 miltion bags and probable exports st 11 million.

31 Foreign Commerce Weekiy (U.S. Dept. Comm.), Aug. 29, 1942, p. 21; Nov. 28, 1942,
P 27; Apr. 17, 1943, p. 29.



156 THE WORLD COFFEE ECONOMY

years,” it appeared that at long last the corrective action of

nature was taking a hand in the Brazilian coffee situation. The
prospect of further adding to surpluses was greatly reduced.
The drought was attributed to deforestation as the result of much
clearing of land for other crops such as cotton in connection with
the policy of diversifying agriculture in Sdo Paulo.” In view of
the smaller Brazilian crops of recent years, doubts have been
raised in some quarters as to Brazil’s current and future capacity
to produce (pp. 218-19).

LESSONS FROM BRAZILIAN CONTROL EXPERIENCE

Certain characteristics of coflee as a commodity create some
inherent difficulties in artificial control that are not found with
other commodities, The most important lessons of Brazilian
experience, however, are applicable to various other control
schemes. Objectives of control policies and methods used, as
well as the consequences from intervention, have tended to be
broadly similar. In general any interference with the operation
of the economic forces causing price changes is for the purpose
of influencing the course, level, or characteristic behavior of
prices. Whether this purpose is announced or admitted, and
whether the measures employed are direct or indirect, makes
little difference. Price is the focus of attention.

The first quarter of a century of experience with intervention
in the coffee situation largely explains the Brazilian problem
of the past decade. Little more need be said of the first three
valorization schemes except that their apparent success, to what-
ever due, led to more ambitious adventures in control. The
irritation and criticisms, both in Brazil and abroad, were rela-
tively trifling compared to the dissatisfaction resulting from

32 Crops may have been officially overcstimated originally in order to mske grower ac-
ceptance of high equilibrium (sacrifice} quotas more palatable. The production and stocka
situation in Brazil during recent years is by no means clear. There is an undercurrent of
suspicion that inconsistencies iu official and semiofficial reports are more than accidental, and
that & certain vagueness may be a deliberate policy of the control suthorities. Improvement
in Brazilian coffee atatistics is important from several viewpoints.

83 Guedes, Brazil Coffee in 1941, pp. 4749. The principal erops of Séo Paule and the
northern Parand region now are coffee, cotton, corn, rice, citrus fruits, sugar cane, beans, sod
mandioca. In 1938 cotton accounted for 28.5 per cent of the total value of exports from Sio
Faulo as againat 37.5 per cent for coffec, 9.7 for corn, 8.3 for rice, and 4.9 for orenges.



BRAZILIAN COFFEE CONTROL SCHEMES 157

tighter control in the 1920’s.* So long as valorization schemes
were introduced to meet special and temporary situations, the
byproducts of control seem not to have had lasting significance.
With the plan of permanent defense, however, a host of new
problems, evils, and complications were introduced that appear
to have been of profound significance to the development of
the economy of Brazil.

In broadest terms, permanent coffee defense during the
1920’s undoubtedly brought growers abnormal profits for a
peried of a few years, but the price to be paid for such pros-
perity in later years more than offset the temporary gains.
Brazilian coffee control resulted in an even greater concentration
on one crop, discouraged agricultural diversification,*® and
stimulated competition from other coffee-growing countries. Al-
though coffee assumed an even more prominent place in Bra-
zilian economic life, Brazil’s relative position in the world cof-
fee trade tended to deteriorate, and in the 1930’s this tendency
was to continue at an accelerated rate.

High coffee prices doubtless slowed progress in the expan-
sion of world consumption and created a certain amount of
international friction. Even if the influence of defense opera-
tions in raising prices above levels that might have prevailed
without intervention has been exaggerated,’® it seems clear that
prices were higher over several years as the result of the Bra-
zilian control scheme. It is likewise hardly arguable that price

84 In thie conmection, see Foreign Combinations te Control Prices of Raw Materiafs
(U.S. Dept. Comm., Trade Infor. Buoll, 385, 1926), pp. 1-6, 27-28.

35 On this poiot see Wallace and Edminster, op. cit., pp. 163-67.

3¢ Thia is the contention of Rowe (Brazifian Ceffee, pp. 13-14), who holds that the prin-
cipal effect of contro) activities between 1922 and 1926 was to minimize price fluctuations.
Greater stability in prices counld be achieved with relative case, “because supplies over the
period as a whole were barely suficient to satisfy the world’s requirements for consumption,
and therefore stock-holding operations were comparatively easy because of relatively small
dimensions and shory daration™ (p. 13). However, a comparison of world production, and
“‘consumption” figures (Appendix Table VI) fails to bear out the first part of this statement.
A purplus of 9-10 million bags is indicated for the S-year period; and prices, at least from
1924 through 1929, appear high by any test, and higher than warranted by the statistical posi-
tion as known now. Rowe finds little to criticize in the lustitute’s policy up to the end of
1926, but indicates that accusations thst prices were artificially raised above the natural
average leve] must be confined to the period from 1927 onward (p. 14). Contrast this with
the conclusions of Wallace and Edminster (ep. cit., pp. 156-57) : "Permanent defense appar-
ently maintained for several years a fairly high level of prices. This appears to have been the
case up to 1929 . . . . it is sufficiently clear . . . . that the defense operations had a very
considerable infuence.” .
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objectives were set too high and that the consequences, almost
inevitably under such circumstances, were an overexpansion of
capacity and ultimate collapse of artificial control. Nor can it
be denied that the policies of the defense administration, apart
from difficulties inherent in any attempt at price support, con-
tributed to the crisis. |

Like most other experiments with artificial commodity con-
trol schemes, the Brazilian experience points to a major weak-
ness in setting price objectives too high. Departing from its
legitimate meaning, “stabilization” of prices under legislation
or controls has in practice meant price raising, then support or
stabilization (if possible) at the higher level, further raising
and more support or so-called stabilization, and so on. Regard-
less of conditions that might call for a downward revision,
efforts to stabilize prices at lower than existing levels are al-
most unknown.” Brazilian storage-valorization and “defense”
schemes were all undertaken for the broad purpose of improv-
ing coffee prices. Apparently the problem of seasonal variation
in prices was never the main concern of producers.® Rather it
was year-to-year variations and the general level of prices that
seem to have had the greatest influence on profit results,

Prices that permit profits for the high-cost producer are
common objectives in control schemes. If these objectives are
attained, low-cost producers realize abnormally large returns.
The result is encouragement to the expansion of producing ca-
pacity, both within the control area and outside. Newly-created
capacity tends to be low-cost capacity, and excessive price ob-
jectives in time tend to be self-defeating. The political expe-
diency involved in setting objectives that permit the usually
important, older, high-cost, but politically influential producers

37 Before coffce defense was turned over to Séo Paulo, there was apparently a brief at-
tempt by the Federal Government to bring coffee prices down to aid in improving the mone-
tary sitomtion. See Journal of Commerce, Nov. 13, 1924, and Rowe, Brazilian Coffee, pp. 26-21.

38 Price fluctuations, especially during the marketing period, have been viewed as voe of
the chief factors in the profit results of preducers of some commodities and one of the main
causes of grower complaint. Sce, for example, V. D. Wickizer, “Rice and Wheat in World
Agriculture and Consumption,” Wheat Studies, March 1931, XVII, 306-07. But for coffee,
despite the fact that port entrics were at onc time concentrated jn the first six months of the
crop year, prices “scem not lo have been greatly disturbed thereby. Thus the average prices
for spot Rio No. 7 in New York for the 26 years 1900-25 were 9.80 cents from July through
December aod 10.02 from January through June.” Wallace and Edminster, op. cis., p. 15
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a “reasonable” profit is quite understandable. Nevertheless,
the consequences are especially unfortunate in the case of an
artificially-controlled tree crop such as coffee.

The three Brazilian valorization schemes, having been de-
signed to meet temporary situations, had no fixed price objec-
tives in the sense that a certain level was desired over the longer
term in order to permit stabilized returns to the industry as then
constituted. But when a plan of permanent defense was adopted,
price objectives necessarily had to be with reference to some-
thing fairly specific. The basis selected was the price at which
the old and high-cost estates could realize a reasonable profit
in average crop years.”” This meant that the objectives were
higher than they would have been if designed to permit a rea-
sonable return on a statistical average cost of production for
the industry. On the basis of average production costs for the
industry, some high-cost producers would necessarily operate
at no profit, and the lowest-cost producers would make good
profits, But a scheme proposed on such a basis might never
eventuate, for reasons already suggested.

Producers invariably expect that consumers will somehow
pay the billL** If intervention is really necessary at times to
preserve an industry of importance to the consumer, he will pay
higher prices; but he will also resent paying prices that allow
the producer to grow rich, presumably at his expense. It is
always a delicate matter to determine when some kind of arti-
ficial intervention or control is justified. The valorization
schemes, especially the first one," were advanced in Brazil as
measures to save the coffee industry. By “saving” the coffee

88 ], W. F, Rowe, Markets and Men: A Study of Artificial Control Schemes in Some Pri-
mary Industries (New York and London, 1936), p. 36.

40 . . there is little donbt that the popular idea amongst the Sio Paulo planters was
that the consumer would pay the costs involved in the defense scheme: . . . . more new
planting was probably undertaken during this period [1922-26]1 than would have cccurred
under faissez-faire.” Rowe, Brazilian Cofice, p. 16.

41 For & contemporary critical appraisal of the first valorization, see Lincoln Hutchinson,
“Coffes Valorization in Brazil,” Quarterly Journal of Ecenomics, May 1908, XXIII, 528-35.
*The State of Sio Paule came 10 the rescue of its planters in a situation which the latter had
created by their own short-sightedness. . . . . It is safe to say that the coffee industry will
oot resume a normal and thoroughly satisfactory condition until the plantere resolve to stand
on their own feet, Thie will involve the introduction of better methods ail along the line, and
closer watching of costs of production, willingness to accept low profits compared with thoso
of ten or fifteen yesrs ago, and the climination of the wesker producers.”
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industry, the country was to be kept afloat, economically and
politically. These contentions may be debatable, but there is
little doubt that, after coffee control had become a permanent
mstitution and the country was deeply involved, it could not
readily be abandoned, especially at the time of the crash of
1929,

Even if the high coffee prices of 192429 could have been
justified on some grounds, the very existence of a control or-
ganization aroused suspicion and created antagonisms. In 1926
the Director of the United States Bureau of Foreign and Do-
mestic Commerce described the price curve under valorization
as follows:* '
after every one of these governmental purchases of coflee there is a steadily
mounting curve of price, sale by the Government, and then an immediate drop
thereafter; the Government comes in again, up goes the price very abruptly;

sale by the Government, another drop; the Government comes in again, up
goes the price again. . . . .

Furthermore, he voiced the complaint of the trade when he
said:*

The governmental reserveirs of stocks in the interior are constantly held over
the heads of dealers, No one knows exactly how much is in those reservoirs
nor when or how it will be released. The institute began in April of this year
to make certain statistics available, hut there is considerable doubt in the
minds of men in the trade as to the completeness of these statistics. There is
& vast quantity of coffee there that might suddenly be turned loose at almost
any moment or under any contingency—political or otherwise . .

Klein suggested shifting as much United States buying as
possible to alternative sources, such as Colombia. Earlier, when
prices had skyrocketed at the close of World War I, the United
States Food Administration had taken steps to protect the Amer-
ican dealer and consumer from what it regarded as unwarranted
profiteering by coffee producers. Bitterness and international
friction resulted, and for the first time coffees from Central
America, Venezuela, and Colombia were taken by dealers who
had never before used them.** This was the beginning of the
shift in United States coffee consumption from Brazils to milds.

42 Julius Klein, “Valorization of Coflce,” Forcizn Combinations to Control Prices of
Row Materials (U.S. Dept. Comm., Trade Infor. Bull, 385, 1926), p. 26.

48 Ibid., p. 27.
44 Bernstein, Coffee Conirel in World War I, pp. 13-14.
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During the 1920’s the Brazilian control authorities defi-
nitely had and held the upper hand, but even after the crash
there was much jockeying for position between the various con-
flicting trade interests. Undoubtedly relations would have been
better without any control. In the 1930’s the situation had
changed so radically that many steps were taken by Brazilian
coflee interests to cater to their imporiant markets. Earlier, not
realizing the severity of the inroads of competitors, little effort
had been made to consider the customer’s interests.

Setting price objectives too high was the fundamental cause
of the difficulties encountered by the control authorities, aside
from their own failings in judgment and in execution of the
defense plan. If some restriction had been placed on new plant-
ing, as in the first valorization, it might have been possible to
support the high price level with somewhat less disastrous conse-
quences. Although strict control of producing capacity in Brazil
undoubtedly would have left the country in a far better position
during the 1930’s, it would not necessarily have prevenied ex-
pansion in other coffee-producing countries. In fact, new plant-
g there might have been stimulated even more than it was,
unless competitors had been deprived of the incentive to expand.
Brazil, being a low-cost producer, was in an excellent position
to strengthen her competitive standing by efforts to improve
quality, marketing, and so on, as she did in the 1930’s, rather
than by following the course of supporting prices at such a high
level.

Additional productive capacity was not a serious problem
until about 1927. Planting which took place up to the middle
1920’s, so far as one can judge, was not directly inspired by
Brazilian control measures, but the planting thereafter was
stimulated by a continuation of high prices. The expansion
might not have been so great in Brazil had it not been for certain
policies adopted by the Coffee Institute with regard to loans.
When funds became plentiful, planters expanded their acreage.
Undoubtedly many who had the urge, but not the funds, to ex-
pand were able to embark upon new planting programs as the
result of what they were able to borrow on their 1927-28
bumper-crops.
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The first really big error on the part of the Institute, as Rowe
points out, was the financing of this crop on the basis of the
current selling price ‘of coffee, “when it should have been the
much lower basis of the farmer’s minimum requirements of
cash for the continuance of cultivation.”* There is little ques.
tion that this loan policy contributed in important measure to
later troubles. It is somewhat surprising that, as Sdo Paulo was
constantly borrowing from abroad, the lending banker groups
did not foresee the consequences of overliberal credit extension
and bring moderating pressure to bear. Yet the dependence on
foreign borrowing was increased by this policy, and the bankers
were not violating a loaning principle in advancing sums rep-
resenting a certain proportion of the current value of the
collateral received. It was the almost complete dependence on
foreign borrowing, according to Rowe, that precipitated the
collapse.

The important lesson from this experience is that ordinary
rules of crop financing are not applicable to the financing of
artificial control schemes. This is one of Rowe’s main conclu-
gions from his study of the first phase of the permanent coffee
defense program.

Admittedly it would not have been easy to reduce the rate of advances.
The business world is accustomed to the idea of advances based upon the
current value of the security offered, modified by its prospective value in the
near, rather than in the more remote, future. If the Institute, through the
Banco do Estado, had offered much less than the ordinary banks were pre-
pared to grant, this would most probably have been interpreted as a sign
that the Institute doubted its ability to maintain current prices, and confi-
dence wonld have been badly shaken at what was certainly a most eritical
time. It seems indeed that the financing required under such & scheme of
control is best provided exclusively and directly by the control . . . . The
success of such schemes in the future . . . . scems likely to depend in prac-

tice upon the greater cantion of lenders rather than on the self-denial of
horrowers. , , . 4%

Aside from the unhealthy boom generated in Sdo Paulo
and the greater dependence upon foreign financing, the most
serious consequences of the Institute’s loan policy was the stim-
ulus given to new planting which, in a few years, created a
productive capacity far in excess of consumption requirements

48 Rowe, Brazilian Coffec, p. 15. 48 15id., pp. 15-16.
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for many years to come. No steps were taken to limit new plant-
ing; yet it is difficult to understand how any scheme designed
to support prices at highly profitable levels can possibly be
successful without some provision for effective control aver ad-
ditions to capacity. Rowe believes that an agreement within
Brazil could have been reached as late as 1928, “but by that
time the Sdo Paulo politicians were concerned only with the
political advantages of prolonging prosperity to the last possible
moment.”*’

This leads to another very fundamental weakness in the
coffee defense plan—politics. But the injection of politics into
the coffee situation was nothing new in Brazil.

When coffee became “King,” Sao Paulo attained leadership in the Union
and politics began to influence the coffee situation. The entire period of the
First Republic is dominated by the interrelation between coffee and politics,
The revolution of 1930 was the protest against this situation. The Second
Repablic attempls to make coffee a national preduction and not a local one.
This means the further extension of money economy.

The history of valorisation is the history of a fight between Sao Paulo
and the federal government, which was often not very enthusiastic about the
grandiose schemes of the paulista and even preferred to support a local
scheme rather than start a national one. But coffee, national economy, ex-
change and politics became so interrelated that the federal government
volens nolens became involved in the coffee schemes and coffee speculation.
This interesting topic—coffee and politics—impatiently awaits an investi-
gator.*®

Rowe charges that the government of the state of Sdo Paulo
deliberately used the defense scheme for political purposes and
concludes that “few, if any, Governments can be trusted to con-
duct an artificial control scheme such as this defense of coffee:
sooner or later economic considerations will be subordinated to
political expediency.”*

Little is to be gained at this time from an examination of the
charges and counter-charges that were made, and have since
been made, with regard to the handling of coffee defense in
Brazil, even if it were possible to do so. That politics loomed
large in the administration of the scheme, and certainly was
partly responsible for its breakdown and the subsequent after-

4" Rowe, Brazifian Coffee, p. 11,
48 Normano, Brozil, pp. 42, #4. 49 Rowe, Brazilian Coffee, p. 17,
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math, is neither surprising nor debatable. The degree of im-
portance to be attached to political considerations and to eco-
nomic considerations is the chief area for discussion. Rowe’s
proposal for the solution of the difficulty is:

Such control schemes must be operated by the business intereats concerned,
and if the aid of the State is required, the State can be given adequate repre-
sentation, such as will ensure legitimate public pressure against any attempt
by those business interests to sacrifice the interests of the nation for the
temporary benefit of the few,5®

This is not the place to debate this suggested solution, but it
appears clear beyond doubt that political considerations, and
sometimes corruption accompanying political administration,
are major obstacles to the successful functioning of any artificial
control.” Deficiencies in control machinery and weaknesses in
administration are the more likely to arise when politicians have
a prominent part in the proceedings. The detailed lessons in
administration to be learned from Brazil’s experience with cof-
fee control are no doubt numerous, but they are far overshad-
owed by broader considerations.

Among the more significant general conclusions suggested
by Brazilian experience with storage-valorization and *“defense”
schemes for coffee are these:

1. Price objectives are likely to be placed too high, usually
because of the pressure of high-cost producers, and politically
it is almost impossible to stabilize prices at a moderate level.

2. Stocks may be accumulated at price levels that subse-
quent developments prove excessive.

3. Failure to make adequate provision for the regulation of
additions to productive capacity leads to 2 breakdown of perma-
nent control for a commodity with a relatively inelastic short-
term demand.

4. Anticipated reduction of the world crop in seasons fol-

50 Rowe, Brazilian Coffee, p. 17.

%1 In the cass of the cofice-defense administration, apparently an abnormal amount of
bribery apd corruption was invelved, at least up to the crush. Rowe describes the three main
spheres of corruption: in the Santos market and to a lesser extent in other Brazilian markets;
in the regulating warehouses; and in the np-country sistions from which coffee was dis-
patched. Sometimes the machinery of control itselfi more or Jess invites bribery and cor-
ruption, and oftentimes the abuses have no direct bearing npon the suocess of the scheme;
but “the corruption which mattered comcerned the politicians in high places, and the Gov-
ernment officials great and small, who were engaged in operating the control scheme.” Rowe,
Brasilian Coffee, pp. 14-15.
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lowing the accumulation of stocks may be small, or may not
materialize at all, because of accidents of weather and varying
intensity of cultivation,

5. Carrying huge stabilization stocks is costly in several
ways, and the necessity for foreign financing may undermine the
control set up.

6. Production control is especially difficult to achieve with
a tree crop such as coffee and, even if achieved in the principal
country of production, excessive price objectives may stimulate
planting outside.

7. The destruction of supplies already produced is difficult
and costly; yet the alternative of destroying productive capacity
is naturally resisted until a long period of unprofitable coffee
prices forces it,

8. The apparent success of controls leads to more ambitious
ventures which tend to take a political rather than an economic
slant and to give rise to serious abuses.

9. Proper consideration of consumer interests tends to be
neglected under artificial control, and internal and international
friction develops easily.

10. Control shelters the submarginal producer instead of
eliminating him; consequently it tends to raise rather than lower
average cost levels,

11. Brazil’s position in the coffee world was weakened
rather than strengthened as the result of her experience with
artificial controls, and the effects on her domestic economy were
unfavorable.

The above summary does not pretend to cover all the dan-
gers, weaknesses, or advantages of attempts to artificially in-
fluence the course or level of cofiee prices. Some of the obser-
vations that are generalizations based on experience with coffee
need to be modified slightly if they are to be applicable to
artificial controls in general. However, one important point re-
quiring additional consideration has to do with the proportion
of the world coffee industry that must be represented in order
o make control effective. As time went on, Brazil’s dominance
in the trade decreased, and for this reason alone it was necessary
to seek agreement with competing coffee-producing countries,



CHAPTER XI

INTER-AMERICAN COFFEE AGREEMENTS

Prior to the 1940 Inter-American Coffee Agreement, sev-
eral attempts were made to make coffee control something more
than an exclusively Brazilian affair. The need for expanding
the scope of control became obvious to Brazilians in the 1930%.
But none of the efforts produced agreements sufficiently binding
to hold participants in line, and Brazil finally abandoned her
price-supporting policy but not the surplus-destruction policy
late in 1937, after conferences in both that year and the pre-
vious one had failed.

INTERNATIONAL COFFEE CONGRESS OF 1931

Earlier, in 1931, an International Coffee Congress was held
at Sdo Paulo. This Congress was very largely the inspiration
of Dr. Assis Brasil, then Minister of Agriculture, who had pre-
sided over an abortive International Coffee Congress held in
New York in 1902, Although Brazilians apparently did not
have much faith in his project, Dr. Brasil’s experience had made
him hopeful of promoting an international scheme of export
quotas or some other form of international regulation.’

This Congress, however, was “from the start . . . . really
little better than a farce.”® It did nothing whatever to ease
Brazil's difficulties. Although the Brazilians recognized that
they had no power to restrict coffee planting in Colombia, they
hoped to be able to impress Colombian delegates at the Con-
gress with their own resources to wage a coffee war if friendly
agreement should not be forthcoming. When the Congress met,
however, Colombia failed to send a representative, One was
dispatched later, but the dissension in the ranks of the Brazilian
delegates was such as to make prospects for any agreement
hopeless. The Sde Paulo group did not favor Dr. Brasil’s scheme
for an export cartel, and the only concrete suggestion on which
all could agree called for the organization of an International

1 Rowe, Brasilien Coffee, p. 68, 2 jbid., p. 69,
166
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Coffee Bureau for statistical and promotional activities. No
action was taken on this proposal, however, until the Bogotd
conference in 1936.

Before the depression of the 1930’s the mild coffees of Cen-
tral and South America almost always sold at a fairly substan-
tial premium over Brazilian coffees. By 1932 the differential
had narrowed appreciably, and it continued small for several
years thereafter. When there is a very small difference between
the cost of coffees of considerable difference in quality, demand
tends always to favor the better value. As Brazilian coffee prices
were artificially supported by the government coffee policy, the
competitive position of exporters of mild coffees was strengthened.
This is illustrated by the following comparison of differences

hetween average prices of Colombian and Brazilian coffees in
the New York market:*

Premium of Manizales over

Years Santos No. 4
Cents Per cent
1913-17 average. ..o connncane s 3.58 24.65
1918-22 average. ....ceoevnenan. 3.63 20.00
192327 average. ... covnnniiinan 5,10 | 20.52
1928-32 average. .. ..vvvnceinens 3.45 19.16
1933-37 average. ........00vunnn 1.54 13.22
1938, it ciiiiienitiniin e 3.31 30.17
1939, st 4.25 36.45°
1940, (it i i 1.32 15.77
B 3 3.90 26.45
s Effect of Braxil’s sband t of price-supporting res,

Colombia, the largest producer of mild coffee and the sec-
ond largest coffee exporter, was of course a principal beneficiary
of the Brazilian coffee-control scheme and, from the Brazilian
standpoint, the worst offender. Exports of Colombian coffee
expanded at the expense of Brazil. Without the participation of
Colombia, no international agreement could stand much chance
of success. Hence the choice of Bogotd, Colombia as the locale
of the first American Coffee Conference, held October 5-10,
1936.

y 8 Colorobia, Federacion Nacicnal de Cafetercs, Boletin de Estadistice, No. 23, May 1942,
p. 579,
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FIRST PAN-AMERICAN COFFEE CONFERENCE (1936)

From the Brazilian point of view, it was not only highly de-
sirable, but necessary, if the coffee-defense policy were to be
pursued further, to secure some kind of an agreement with Co-
lombia and other American coffee-exporting countries that
would remove the existing competitive disadvantage of Brazilian
coffee in world markets. There were two approaches to this
problem: (1) to restore some of the price differential between
mild and Brazilian coffees and to maintain this differential by a
policy in the mild countries of following the lead of Brazil in
adjusting their own prices; or (2) to evolve a system of allocat-
ing markets based on quota agreements that would more or less
“freeze” the competitive position of the countries concerned,
regardless of price differentials.

Brazilian delegates to the Bogoti conference could point to
the benefits derived by the entire coffee industry from their
country’s activities in attempting to maintain price equilibrium
by destroying a portion of the crop, by efforts to promote the
consumption of coffee, and so on. But the eight mild-coffee-pro-
ducing countries of Latin America represented at the conference*
had profited at Brazil’s expense, individually their stakes were
small compared with Brazil’s, and they were confident that the
Brazilians were committed to a price-supporting policy and
would continue control efforts even without aid from other pro-
ducers. They were willing, apparently, 1o co-operate only if
co-operation did not involve any serious deterioration of their
improved trade position,

Under such circumstances the Brazilian interests were un-
able to accomplish their main purpose, but the door was not
completely closed to the possibilities of co-operative action and
agreement. Among the various resolutions passed, one called
for the creation of a Pan-American Coffeec Bureau in New York
to be supported by the national coffee organizations of the par-
ticipating states.” Another was a bow to Brazil for her past ef-

4 Costa Rica, Cuba, Colombia, El Salvador, Guatemala, Mexice, Nicaragus, and Venezuela.

& Brazil had previously maintained a coffee sales and promotion office in New York repre-
senting the Departamento Nacional do Café, The membership of the Burean includes most of
the important producing and exporting countries—Brasil, Colombia, Costa Rica, Cuba, Do
minican Republic, El Salvador, Mexico, and Venezuela; but a number had not joined by the
end of 1942,
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forts in attempting to improve the world coffee situation and a
promise to “put forth every eflort” to sustain prices at prede-
termined levels.” These, and similar resolutions, had no binding
effect and were mostly expressions of desirable objectives upon
which all delegates could agree.’

The Pan-American Coffee Bureau was to execute the deci-
sions and recommendations of the conference and draft a plan,
to be proposed at the next conference, for proportionate sales
of coffee from the various exporting countries. Thus Brazil
succeeded in getting other coffee-exporting countries to help foot
the bill for limited promotional work designed to stimulate cof-
fee consumption in the United States and a commitment to bring
up the export-quota idea at a future meeting. The real coffee-
advertising campaign in the United States came later, as the
result of agreement at the Havana conference in 1937.

This was probably all that could have been accomplished at
the time on the important question of price differentials. The
delegates were undoubtedly realists, and expected few tangible
resulis merely from passing resolutions. Competitors do not

8 The full text of this second resolution concerning prices and control of production was
as follows:

“WueRzas for some years the prices ruling for coffee in foreign markets have not been
remunerative for producers; and

“WHEREAS, apart from low prices, the trade abroad has suffered irom the effects of
speculation which has made a complete uncertainty of prices with grave detriment to foreign
roasters and to American producers; and

“WHEREAS the price of the bean, for every desirsble reasom, should be established at a
level that, without being burdensome to the consumer of the beverage, safeguards the roaster
sgainst possible losses and at the same time assures the coflee-producing countries an equitable
remuaeration for their labor in order to maintsin their standard of living and increase their
purchasing power in benefit of the indusirial countries consuming coflee; and

“WHEREAS it is necessary and just that all the American producing countries actively
cooperate in the efforts, which up to now Brazil alone has been making, to maintain price
equilibrium by sacrificing a part of the harvest—efforts that all the other producers expressly
recognize as having redounded to the benefit of the entire coffee industry;

“Br It ResoLven, That the coffee organizations represemted in this Conference agree
to give their active cooperation and put forth every effort within their power to sustain the price
of their respective coffees at a level related 1o the prices that may be established for Brazilian
coffees, which prices will be taken as a base;

“That they also will bring into play the measures and resources that may be within their
power for the purpose of maintaining in the domestic markets of each country prices related
te the quotations abroad after deducting the neceasary expenses.—Bulletin of the Pan Amer.
icen Union (Washington, D.C.), Jannary 1937, LXXI, 42-42.

. T Other resolutions passed incloded one recommending that, in the interests of encourag-
ing coffee consumption and discoursging the consumption of substitutes, all producing coun-
Iries prohibit the export of coffee of inferior quality. Another dealt with the question of high
import duties and taxes levied by & number of Europesn countries, and suggested that nego-
tiations be opened with the countries invelved looking toward reasonable reductions.
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ordinarily agree not to undersell or otherwise take advantage
of each other, unless there is some compelling reason such as
fear of reprisals. At this time it did not appear that Brazil
would abandon the coffee-defense policy that she had been pur-
suing for so many years. The danger of reprisal probably
seemed remote, partly because of the continued dissension within
the ranks of Brazilian coffee planters. The first Pan-American
Coffee Conference therefore failed to take positive steps toward
effective regulation of coffee exports, prices, or production.

SECOND PAN-AMERICAN COFFEE CONFERENCE (1937)

Following the Bogotd Conference, meetings were held in
New York by representatives of the coffee-producing countries
of the Pan-American Union. From these emerged a schedule
of relative parities between prices of different coffees for the
guidance of countries adhering to the agreement: Colombia was
to keep the minimum price of Manizales at 12 te 12.5 cents,
while Brazil was to peg Santos 4’s at 2 minimum of 10.5 cents.’
Actually, the proposed minimum on Manizales was not ob-
served, and the contemplated differential was not attained. The
average annual price of Santos No. 4 in New York in 1936 was
9.5 cents; in 1937 it rose above the 10.5 cent minimum to
11.1 cents. But Manizales sold at an average price of 11.3
cents in 1936 and rose to only 11.6 in 1937. The situation
from Brazil's standpoint grew worse, her leadership in prices
clearly was not followed, and the exporters of mild coffees got
more of the business.’

The second Pan-American Coffee Conference met in Havana,
August 9-19, 1937, with 15 countries represented.’® The Bra-
zilian delegate opened by calling attention to the failure of partic-
ipants of the first conference to abide by the resolutions with re-
gard to restrictions of exports of low-quality coffee, the promotion
of consumption in the United States, and the defense of prices.

% See International Review of Agriculture, September 1938, XXIX, 421 E.
#In 1937 for the first time imports of Colombian coffee into the United States resched

one-fourth of the totel, while imports of Brazilian coffee fall from around 65 per cent in the
earlier 1930°s 10 slightly over balf the total

10 In addition to the nine countries at the first (Bogotd) conference, six others were rep-
resented at the second. Theas were Ecuador, Panama, the Dominican Republic, the United
States, Honduras, and Puerta Rico, the latter three being represented by observers only.
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He proposed a minimum program that would prohibit new
planting for five years, prohibit exportation of coffee inferior
to No. 8, finance an advertising campaign to promote consump-
tion, and protect prices at certain levels. The question of price
differentials became one of the most important points of dis-
cussion; but again Colombia and Brazil could not agree, Co-
lombia spokesmen contending that the maintenance of a parity
differential was too burdensome. No agreement was reached
except to try to arrive at a settlement of the question of price
parity within 60 days.

The question of resiricting new planting was postponed to
another conference. It was felt that without a world agreement
Latin American countries would be at a disadvantage, since
Asiatic and African planters would be free to expand produc-
tion, At several successive conferences, the Brazilians had tried
to secure an inlernational agreement to limit new planting,'
but the problem of excessive productive capacity was Brazil’s
alone. Other producers generally found a demand for their
own additions to world output; and as long as Brazilian growers
were unwilling to let their coffee prices seek competitive levels,
market conditions would continue to favor non-Brazilian pro-
ducers, It is, therefore, not surprising that the mild-producing
countries were unwilling to enter into an agreement to limit ex-
pansion of their productive capacity.

The export-quota scheme was accepted in principle at the
Havana conference, but wide differences of opinion developed
with regard to an equitable basis for establishing such quotas.
A number of resolutions were passed,’” but this conference, like
the preceding one, failed to produce any important results.

With this latest failure to secure the co-operation of other
American producers, Brazil had no alternative but to abandon
her current defense policy and to substitute a new one. This

11 In addition to the conferences at Sio Paule (1931), Bogotd (1936), and Havana (1937),
!he Brazilian delegation 1o the London Monetety and Ecanomic Conference (1933) sought an
iolernational agreement for the prohibition of pew planting in al} producing countries and the
reduction of existing capacily in Brazil. Also proposed was a plan for consuming countries
0 remo]ve various barriers to the promotion of coflee consumption. Nothing came of either
Proposal.

12 For a description of the resolutions, see International Review of Agriculture, Septetber
1938, XXIX, 421-22 E.
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was done, as already related, in November 1937. Prices in
world markets fell by one-third, and Brazil considerably im-
proved her position in the export trade. Smaller crops and con-
tinuation of the coffee-destruction program noticeably improved
the statistical position in following years. Brazilian coffee had
become once more a price coffee.

After the initial effects of the “iree competition™ policy that
Brazil adopted in November 1937 had worn off, prices of mild
coffees began a recovery in 1938, while Brazils remained fairly
steady at the lowest level in many years. Prices of Colombian
coffee started up in May 1938, and rose so much that the aver-
age price in New York for the year 1938 was only slightly lower
than in 1937, and even compared favorably with the general
level of Colombian coffee prices that prevailed through the en-
tire period 1932-39 (Chart 10}. The old price differential be-
tween mild and Brazilian coffees had been restored, but this
was accomplished by allowing Brazils to fall in price and not
by increasing the price of milds.

Although mild coffees were no longer as attractively priced
in comparison with Brazilian coffees, buyers were inclined to con-
tinue to take a greater volume of such coffees than they had ever
absorbed prior to the depression years. The relatively low level
of coffee prices, and the small price differential between milds
and Brazils that had prevailed for the half-dozen years between
1932 and 1937, had induced many American roasters to modify
and improve their blends by the inclusion of a greater propor-
tion of the former. The composition of popularly-priced and
widely-distributed blends in the United States changes very
slowly; so gradually, in fact, that the consumer is seldom aware
of the change. Roasters saw no compelling reason for making
any change whatsoever in their blends at this time. Consumers
were accustomed to prevailing blends and might soon detect a
change, milds bad not materially increased in cost, and the
over-all blend cost had declined because of the lower prices pre-
vailing for Santos-type coffees.

Although exporters of mild coffees did not continue to in-
crease shipments, they were able to maintain them at existing
levels and to retain the portion of the market they had captured
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Caart 10.—Prices anp Exports or BraziLiax ANp CoLoMBIAN COFFEE,
MonTuLY, 1931-42%

(Cents per pound; thousand bags of 60 kg.)
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in earlier years." Aggregate exports of all coffee increased,

principally because of the increased absorption by the trade ac-
companying the very low prices of Brazilian coffees. Roasters
selling coffee in the lower-price brackets tended to increase their
share of the total market.

131n the United States market, for example, imports from Colombia amounted 10 3.2
million bags in 1937, 3.4 in 1938, and 3.2 in 1939, while imports from Brazil increased from
6.6 million bags in 1937 ro 9.1 in 1938 and 9.3 in 1939,

Much of the European demand for mild coffces is normally supplied by Africen and
Asiatic colonies. The Brazilian policy adopted in 1937 had little effect on colonial producers,
partly becanse competition, especiaily in the British market, was more definitely on a quality
b::l‘ and partly bocause muarkets were assured by virtue of tariff protection for Empire com-
modities.
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THIRD PAN-AMERICAN COFFEE CONFERENCE (JUNE 1940)

At the onset of the war in Eunrope in September 1939, the
commercial “war” between Brazil and the producers of mild
coffees was still in progress. Brazil undoubtedly had felt the
pinch more than other coffee-exporting countries, though statis-
tically her coffee position was improving as the result of en-
larged exports, a continuation of the coffee-destruction program,
and the prospect of smaller crops. Stocks of Brazilian coffee in
the United States were small when the war broke out. A buying
wave that began in September was short-lived, as traders soon
realized that the contraction of the European market would cre-
ate pressure to sell in the United States. Between October and
December Brazilian coffee prices remained fairly steady, but
milds declined substantially (Chart 10). The Manizales pre-
mium over Santos 4’s was reduced from about 6 to 2 cents.

The full meaning of the war to the coffee industry of Latin
America was not apparent until after the invasion of the Low
Countries in May 1940, In June, representatives of the coffee-
growing countries met in New York for a Third Pan-American
Coffee Conierence, in a more receptive and co-operative mood
than had prevailed in 1936 and 1937. Still, the results of this
conference were hardly more tangible than those of the earlier
conferences.'* At this time the idea of United States participa-
tion was advanced in order to enforce some sort of a control
plan. A letter was addressed to the Secretary of State, and Sec-
retary Hull replied sympathetically, stating the position of the
United States government and conditions for co-operation.
~ Although war itself should not decrease coffee consumption,
the blockade of European ports, shortage of shipping, and gen-
eral currency difficulties would effectively close the European
market for coffee—a market accounting for some 40 per cent
of the total. The United States market was left unaffected by
the war in 1940, but only about half of world exports were nor-
mally absorbed there, and the export movement on this side of

14 See P, C. Daniels, “The Inter-American Coffce Agreement,” Law and Contemporary
Problems, Autumn 1941, VIII, 711-20. This article gives an sccount of the negotistions lead-
ing up 10 the Inter-American Coffes Agreement, the orgenization of the Coffes Board, and
some of the problems encountered daring the early months of its existence.
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the Atlantic was threatened by a prospective shortage of ship-
ping. These difficulties, added to the fact that world coffee sup-
plies were already in excess of consumption requirements, pre-
saged even more critical times for the world coffee industry.

INTER-AMERICAN COFFEE AGREEMENT (NOVEMBER 1940)

The conference held in New York in June and July 1940 was
followed by further discussion during the latter moenth at the
Havana Conference on Western Hemisphere defense against
totalitarian encroachment.” An outgrowth of this conference
was the Inter-American Coffee Agreement, signed in Washing-
ton on November 28, 1940, after negotiations lasting from Au-
gust. It was an agreement designed to cushion the impact of
war on the economies of Latin American countries,'® and was to
run for three years beginning October 1, 1940. It was sub-
mitted to the signatory countries in the form of a treaty, and was
put into effect on April 16, 1941.""

Nearly five months elapsed between the signing of the
Agreement and its coming into force, and four more before the
last of the signatory governments formally adhered to it. United
States official action was crucial. On January 9, 1941 the Pres-
ident addressed a request to the Senate, asking for advice
and consent, and the Senate advised ratification on February 3.
On April 11, President Roosevelt approved a joint resolution
of the House and Senate, which provided that during the opera-
tion of the Agreement “no coffee imported from any foreign
country” into the United States “may be entered for consump-
tion except as provided in said agreement.””® The President

16 This was the Second Meeting of the Ministers of Foreign Aflairs of the American Re-
publics. The first had been held at Panama in September—October 1939.

16 [n 1926, when coffee prices were high, some $315,000,000 in exchange was created by
coffee sales to the United States. Just before the outbreak of World War II, when coffee prices
were low, Latin American couniries were receiving about $137,900,000 annually (average
1937-39), but this was more than one-third of the total value of all sales to the United States
by the 14 countries signstory to the Inter-American Coffee Agreement. For those countries
exporting their coffee mostly to the Unjted States market, the importance of snch sales was
very high. Of 1otal merchandise sales to the United States, El Salvador, for example, derived
over 99 per cent from coffee, Colombia almost 92, and Brazil about 63.

17 For a complete text of the Agreement and relevant documents, see U.5. State Dept.,
Inter-Americen Coffec Agreement (Treaty Serics 970, 1941). The text of the Agrcement is
also reprinted in the Docamentary Appendix of this study.

18 155 Stat. 133,
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ratified the treaty on the 12th. By this time eight Latin Ameri-

can governments had also ratified. A protocol was signed in
Washington, D.C., April 15, bringing the Agreement into force
on April 16, 1941 among the nine governments that had depos-
ited ratifications or approvals (Brazil, Colombia, Costa Rica,
El Salvador, Guatemala, Honduras, Mexico, Peru, and the
United States). The protocol was signed later by Haiti (effec-
tive as of April 15), Ecuador (April 29), the Dominican Re-
public (April 30), Nicaragua (May 13), and Venezuela {Au-
gust 14).

The Inter-American Coffee Agreement is essentially the em-
bodiment of the export-quota idea, but it has several unique fea-
tures. The principal one is that it constitutes the first important
international commodity agreement in which a consuming coun-
try that is not also a producer participates and plays a domi-
nant role. The United States, which imports half of the coffee
entering into world trade, joined in a co-operative agreement
with 14 Latin American coffee-producing countries, accounting
for over 85 per cent of world production, for the purpose of
providing an *“orderly” outlet for over 55 per cent of their
exports. The Agreement was inspired, and perhaps made pos-
sible, by abnormal conditions arising from war. It has definite
international political aspects in that it represents one measure
designed to promote hemispheric solidarity. At the same time,
it runs all the risks inherent in any scheme ihvolving what
amounts to a form of political subsidy. Discussion of such
points, however, is reserved for the following chapter.

At the meeting of the Ministers of Foreign Affairs of Amer-
ican Republics at Havana in July 1940, it was agreed that ef-
forts should be made to assure the orderly marketing of com-
modities of prime importance to the Western Hemisphere. Cof-
fee is one such commodity. From the United States’ standpoint
any program that increased payments to Latin American coun-
tries to compensate in part for the loss of normal European out-
lets would strengthen their ability to resist Axis pressure, pro-
mote the Good Neighbor policy, and render the United States’
strategic position more secure. The Agreement as finally drafted
was the product of the Inter-American Financial and Economic
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Advisory Committee,” working in close co-operation with the
American coffee industry { especially the National Coffee Associ-
ation) and the Pan-American Coflee Bureau.

By the terms of the Agreement, three basic annual export
quotas were established: {1) for coffee exported to the United
States from the 14 Latin American countries signatory to the
pact, (2) for exports to the United States from nonsignatory
countries, and (3) for exports by the 14 producing countries to
markets outside the United States. The United States, on its
part, agreed to limit imports in accordance with these quotas.
Thus, on the basic schedule, the parties to the agreement could
export in the aggregate 15,545,000 bags (of 60 kg. net) to the
United States, and nonsignatory countries could export, and the
United States agreed to import from them, 355,000 bags an-
nually,” making the entire basic quota for the United States mar-
ket 15,900,000 bags. This figure compares with 15,482,830 bags
imported into the United States in the year ending June 30, 1940,
a record total at the time. Outside the United States the 14 cof-
fee-producing countries would, if they could, export a total of
11,612,000 bags. Basic annual quotas for the preducing coun-
tries signing the agreement are given in Table 11.

During the first quota year (October 1 to September 30,
1940-41) these countries actually exported a total of 19.4
million bags of coffee, 17.1 of which went to the United States
and only 2.3 million elsewhere. Of this latter figure, about 1.3

18 This body is the “‘collective economic weapon” of the American republics for waging

war. For an account of its organization, assignments, activities, and accomplishments, see U.S.
State Dept., Bullerin, Mar. 27, 1943, VIII, 260-63.

20 The joint resolation of Apr. 11, 1941 authorized the President to make necessary and
appropriate allocations of this quota “in order to afford any such country or countries an op-
portunity to supply a fair share of the quota, whether or not required by any international
obligation of the United States, or in order to make svailable the types of coffee usually con-
sunted in the United States.” No individual allocations for nonsignatory countries were made
for the first quota year, but for the second (1941-42) they were made by an Executive Order
dated Aug. 21, 1941, when the quota in effect was 125 per cent of basic quotas, This made the
quota for nonsignatory countries 443,750 bags, divided as follows: British Empire, except
Aden and Canada, 146,615 bags; Kingdom of the Netherlands and possessicns, 163,167 hags;
Aden, Yemen, and Saudi Arabia, 32,127 bags; and all other countries, 101,841 bags. The
governments of Great Britain, the Netherlands, and Belgium made representations to the
United States that the quotas assigned them were smaller than justified. Due to war couditions
and the need for added fiexibility, no individual allocations were made for the third quota year.
See Inter-American Coffce Board, First Annual Report, 194142 (Washington, D.C., 1942),
PP. 3¢-35. Al resolutions of the Board up to Sept. 30, 1942 are reprinted in this report, together

with &n account of the Board’s major activilies from its inception 1o the end of the second
qoola year, :
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Tasre 11.—Basic AnNvar Exporr QUoTtas ForR COUNTRIES SICNATORY
10 THE INTER-AMERICAN COFFEE AGREEMENT

(Thousand bugs of 60 kg. net or egaivolent)

Exporting country Qutaide the
United Btates United Btates| Total quota

2] 777 | S 9,300 7,813 17,113
Colombi@....covcveiviiiieiinir e iannns 3,150 1,079 4,229
Costa Rica......ooiviiiniireniniriannns 200 242 442
(i1 14 T 80 62 142
Dominican Republie ................... 120 138 258
Eeuador.....oieviienieeietsnanrarannns - 150 89 239
El Salvador.......cccvvvviiinnnereenes 600 527 1.127
Guatemala. . ....ovovivirtniininnrrens 535 3z 847
Haliti..... ertrarr st ey 215 27 602
HONAUEAS ... coviniveiicierararennans 20 21 41
b (-5, 1572 P 475 239 714
NICAIBEUA. ..o cvirnraincnenrrrnrnensnnn 195 114 309
POI Ui cveeirisncrvnnsinerrosencannsnasnn 25 43 68
Venezuelfl ...oovvetivieiriaieneicinennes 420 606 1,026

[ X 15,545 11,612 27,157

million bags represented exports to other countries in the Amer-
icas.

Administration of the Agreement, including the adjustment
of quotas, was vested in an Inter-American Coffee Board, com-
posed of delegates of the participating governments. Of a total
of 36 votes, the United States has 12, Brazil 9, Colombia 3, and
each of the other countries one. The Board is empowered to
increase or decrease quotas not oftener than once every six
months, by amounts not greater than 5 per cent of the basic
quotas. If a shortage of supplies is imminent in the United
States, however, the Board can, upon a one-third vote (12 votes)
increase the United States quota without limit, but any reduc-
tion greater than 5 per cent at a time requires a unanimous
vote. Furthermore, in order to shift part of a producing coun-
try’s United States quota to outside markets, a two-thirds ma-
jority is required.” The Board was also charged with studying

21 This provision was for the purpose of adjusting the supply of, and demand for, special
types of coffer, and for meeting possible changes in demand for coffees of a particular origin
in markets outside the United States. 1t was planned as a safcguard for United States
roasters against shoriages of certain blending cofiees in that, if the Upiled States did oot
favor a iransfercnce of the quots to ontside markets, a unanimons vote of the 14 Latin Amer-
jean conniries wonld be required to put it into effect.
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the problem of coffee surpluses and working out methods of
financing and storing supplies that necessarily accumulate dur-
ing wartime.

The export quotas for individual countries were not set
solely on the basis of the coffee production of each country or
recent participation in the United States market or any other
mathematical formula, but were compromises based upon nego-
tiation.” Effecting an agreement on export quotas was not simple.
“The proceedings were long and difficult owing to the exacting
demands of the small producers, who are not members of the
Pan American Bureau and wanted to secure a high share.”*
Apparently an attempt was made to relieve distress resulting
from the elimination of the European market regardless of pre-
vious participation in United States imports.” Thus Costa Rica,
for example, has a United States basic quota of 200,000 bags,
though her exports to the United States amounted to only 96,000
in 1938-39 and 110,000 in 1939-40; and Venezuela, Haiti,
Peru, and Honduras were permitted exports far in excess of
their previous shipments to this market. Most of these countries
normally found their principal outlets in Europe and were, con-
sequently, more adversely aflected than countries like Colombia
or El Salvador, which had been sending a greater proportion of
their exports to the United States. Colombia, surprisingly and
perhaps shrewdly, accepted a United States quota below her av-
erage exports in 1935-39. The basic quota for nonsignatory

22 Danicls, op. cit., p. 714.

28 Andrade, Brazil 1940/41, p. 125. From the Brazilisn viewpoint “the most sensible cri-
terion” was 1938 exports to the United States. This was the year following the abandonment
of price-supporting measures, during which Brazilian exports increased from 12,1 to 17.1
million bags. In jestification of the policy adopted in the fall of 1937, the President of the
National Coffee Department pointed out in his annual report for 1940 that Brazil would never
have been able to fare so well under the quota arrangement if it had not been for the change of
policy and the resulting recovery of sales abroad. See Guedes, Brazil Coffee in 1940, p. 27.

24 Varying degrees of participstion by Latin American coffee-producing countries in the
United States market are indicated by the approximaie percentage distribotion of average ex-
ports for 1935-39, us follows:

Country U.S. Europe Other Country U.S. Europe Other
Brazil ............... 55 a8 i Guatemala ........... 51 47 2
Colombia ............ 77 19 4 Haiti o.o.oooiaaii o, 20 9 1
Costa Rica ........... 21 77 2 Honduras ............ 23 69 8
Cuba ........civneee, 57 41 2 Mexico .....i..ne.... 62 38 .
Dominican Republic. ..26 70 4 Nicaragua .....o0000a 45 55 .
Ecuedor ............. 38 49 13 Peta ..., ., 4 Bl 15
El Salvador .......... 60 38 2 Venczuela ............ 29 69 2
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countries was apparently based on their 1938 exports to the
United States.

Each party to the Agreement is required to take all measures
necessary to make it effective, and provisions are made for ad-
justing inadvertent violations of the terms resulting from the
procedures of administration, termination or renewal of the
Agreement, and so on.”® As such agreements go, the Inter-Amer-
ican Coffee Agreement is relatively simple. Perhaps this was
due chiefly to the fact that the circumstances surrounding its
consummation were abnormal, and many matters that might
otherwise have been more difficult to adjust were rather quickly
compromised.”® Under Article XVII, the “participating Govern-
ments agree to maintain, in so far as possible, the normal and
usual operation of the coffee trade.” The agreement sought to
prevent demoralization resulting from uncontrolled efforts of
producers to sell in the one important remaining market,

The preamble of the Agreement refers to the object of “as-
suring terms of trade equitable for both producers and con-
sumers by adjusting the supply to demand.” The State Depart-
ment’s relevant release stated: “The Inter-American Agreement
is an attempt to provide effective measures for bringing the sup-
plies of coffee in the international markets more nearly in line
with existing demand at prices which will be reasonable to both
producers and consumers.”” A statement of policy made by the
Inter-American Coffee Board, following its first meeting on
April 17, 1941, pointed out the desirability of maintaining rea-
sonable prices fair to producers, at the same time maintaining
them at levels which would encourage increased consumption.”

The Agreement itself says nothing specific about prices. The
chief safeguard to American consumers lies in the authority

26 Any participating country may withdraw from the Agreement one year after notifica-
tion; and if governments representing 20 per cent or more of the Latin American quota for the
United States withdraw, the Agreement autometically terminates. If the Agreement is to be
extended, the recommendations of the Inter-American Coffes Board must be made not less
than one year prior to Oct. 1, 1943,

26 Ope matter that worried the Brazilians, doubtless because of carlier experience, was
how to make any agreement reached reclly binding and effective. The control over quotas was
considered to be “one of the greatest difficulties,” but this was solved by United States par-
ticipation in the plan and the control of imports through customs. Axnother “sericus difficulty”
was the competition of colonial coffeea. Andrade, op. cir., p. 125,

27 J.5. State Dept. Bulletin, Apr. 19, 1941, IV, 486.
38 Inter-American Coffee Board, Annual Report, p. 58.
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granted in Article VIII, by which, *“as an emergency measure,”
an unlimited increase in quotas may be ordered by a one-third
vote of the Coffee Board, if “there should be foreseen an immi-
nent shortage of coffee in the United States market in relation
to its requirements.” Inasmuch as the United States has 12
out of a total of 36 votes on the Board, the necessary power to
declare an emergency situation, and act accordingly, rests with
the consuming country. In effect, if prices were to go too high,
the Board could raise the quotas, thereby permitting supplies
to increase. The increase in supply would thus check an exces-
sive rise in prices.

It was undoubtedly the expectation of all 15 signatories to
the Agreement that prices would rise as the result of the quota
arrangement. In fact, one objective of the plan was to raise
prices so that coffee would again be profitable to producers.
Largely for reasons of hemispheric defense policy, American
consumers were to be made to give support to the coffee industry
of Latin America. At the same time—to use the customary
phraseology found in connection with most control schemes—
prices were to be “fair” or “equitable” to consumers. But no
criteria of fairness were set up, and no specific price objectives
were publicly stated in connection with the Agreement.

THE COURSE OF PRICES UNDER THE IAC AGREEMENT

Although the first quarter of 1941 passed without complete
ratification, coffee prices firmed during the period of drafting
the Agreement, and signing in November 1940 set off an ab-
normal amount of speculative activity. From a low of 6.75
cents per pound in August 1940, average spot prices for Santos
4’s on the New York market rose strikingly to reach a level of
13.4 cents a year later (Chart 10, p. 173). At the close of the
first quarter of 1941, futures were quoted more than 4 cents
higher than in August 1940, and the volume of trading in coffee
futures on the New York Coffee and Sugar Exchange for the
three-month period exceeded that for the whole of the year
1940,

Coffee quotas were rapidly filled as heavy purchases were

28 Nese York Times, Apr. 6, 1041, sec. 3, p. 1.
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made by commercial and speculative interests. A buying wave
that followed signing of the Agreement resulted in sales by sev-
eral producing countries of their full quota within the first six
months of the quota year that began October 1, 1940. By April
1, 1941, only 2.5 million bags of the Brazilian quota of 9.3
million bags remained unshipped. Stocks of green coffee in the
United States increased rapidly, reaching an all-time peak. In
mid-1941, at 6.5 million bags, they stood 2.4 million higher
than at the same time a year earlier. Most of the supply was
thought to be in the hands of large dealers, but small roasters
bid prices up in an effort to secure the growths needed to carry
on their business.” Agitation for raising the quota limits began,
and resulted in affirmative action before the last of the partici-
pating countries had ratified the Agreement.

Coffee prices continued to rise in the United States despite
a government policy early in 1941 of freezing prices to quell
growing fears of inflation, The official attitude with regard
to coffee prices was not clear, but tacit approval of continued
advances seemed quite inconsistent with this general policy.
Reasons why the American coffee consumer should be asked to
pay more for cofee were given as follows:® (1) increased
coffee prices will improve Good Neighbor relations and make
for hemispheric solidarity by contributing to the prosperity of
Latin American countries; {2) if the American consumer pays
more for coffee, this will increase purchasing power in Latin
American countries so that they can buy more from the United
States; (3) the United States should cushion the impact of war
" on the economies of Latin American countries, many of which
are heavily dependent upon coffee exports; (4) the American
housewife doesn’t know within a few cents a pound what her
coffee costs her anyway. Except for the last reason, the others
all amount to the same thing.

A publication of the United States Department of Agricul-

3¢ The amall coffee roaster in the United States is not fnancially able to take a long
position; yet the problem of maintsining blends is fully as important to him and to his business
as it is to the large nation-wide roaster and distributor. In a period of abnormal epeculation
in the coffee markets, snd of wartime uncertainty of supplies, only the large roaster is able 10
protect himself adequately.

31 Business Week, Feb. 15, 1941, p. 42
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ture stated hopefully that American consumers “may not notice
a price increase that would be a real benefit to the Latin Amer-
ican growers.””* But at the same time (early in April), Harriet
Elliott, consumer representative on the National Defense Ad-
visory Commission, termed the increase in wholesale coffee
prices “unwarranted.” She explained that one of the objec-
tives of the coffee-quota agreement was to maintain prices fair
to both consumers and producers, adding that the Federal Gov-
ernment had the power to assure consumers adequate coffee sup-
plies at “reasonable” prices,”

Coffee interests pointed to Secretary of State Hull’s position
that the coffee agreement was designed to remedy the depressed
coffee price situation that had adversely affected the purchasing
power of Latin American countries. When the United States Sen-
ate approved the pact early in February, Senator Vandenberg
(Republican) pointed out that *‘the immediate and direct result of
the agreement is to raise the price of coffee $25,000,000 in the
United States,” but conceded that under the treaty “the stabilized
price will be a normal price.”* In September, the Office of
Price Administration stated that “complaints received . . . . of
advancing coffee prices have been increasing month by month.
Prices for green coffee . . . . have increased 80 to 100 per cent
since last October,” and gave the factors mainly responsible as
(1) conditions brought about by the Agreement, (2) fears of a
shipping shortage, (3) export controls by Latin American gov-
ernments, and (4) speculation in the United States.™

Colombia, whose United States quota was fixed at a con-
servative level, set minimum prices in November 1940, and
raised them a dozen times by the close of the first quarter of
1941. Brazil did net establish minimum prices until June 1941,
but raised them in the following month in order to establish a
more favorable differential with Colombian coffees. Both steps
had the effect of forcing prices higher in the United States, and

82 ], B. Gibbs, “The Inter-American Coffec Agreement,”’ Foreign Agriculiure, April
1941, p. 170.

33 New York Times, Apr. 6, 1941, »ec, 3, p. 1.

3% Washington Post, Feb. 4, 1941. As a matter of fact, each cent that coffee prices rose
added about $20,000,000 annually. With a doubling of prices, producers received, in the
aggregate, many times this figure, and American consumers paid a large part of 1he cost.

88 Office of Price Administration, Consaumer Prices, Sepl. 15, 1941, No. 16, p. 1.
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called forth much criticism, as they were considered by many
to be responsible for the rapid mid-1941 price advance and
consequent disburbances in the United States coffee market.”
Late in May 1941, the Inter-American Coffee Board voted to
increase the United States quota by 5 per cent. It also authorized
producing countiries to export an additional amount not to exceed
15 per cent of their basic quotas on condition that such coffee
be not entered for consumption before October 1, 1941. This
step was to permit a speed-up of deliveries in the face of a grow-
ing threat of scarcity of shipping space.*

The action of Brazil in following Colombia’s lead in estab-
lishing and increasing minimum expert prices in June and July
led the Board to take stronger measures. Paul C. Daniels, As-
sistant Chief of the Division of the American Republics in the
State Department and United States delegate to the Board, who
was elected chairman at its first meeting in April, stated in July
that under current conditions any increase in prices above pres-
ent levels was unwarranted. The United States exercised its
right under Article VIII of the Agreement to declare an emer-
gency, and in August the Board voted a 20 per cent quota in-
crease, which remained in effect through October 23. The effect
of these two quota increases was to authorize additional coffee
imports into the United States of 710,000 bags during the first
quota year, or a total of 16.6 million bags. Actual imports for
consumption totaled nearly 16.7 million, and at the beginning
of the second quota year imports were authorized at the rate of
19.3 million bags annually (125 per cent of basic quotas, plus
deficiencies and less excesses of imports over quotas at the end of
the first quota year).

The Brazilian delegate explained the July increase in mini-
mum prices as a step taken reluctantly in order to effect a more
favorable differential between Santos 4's and Manizales.” From

868 Daniels, op. cir., p. 718, The acute situstion that had developed became a source of
increasing concern to the Office of Price Administration and Civilian Supply.

87 In March 1942 the Board stated that it would remove this limit if it should prove an
obstacle to taking full advantage of whatever shipping space might be available.

33 In his annual report (Bresil Cofles in 1941, pp. 35-36), J. F. Guedes, president of the
DﬁC. explains the action taken with regard to minimums in a somewhast defensive manner as
follows:

“Within the best principles of cooperstion and of the apirit of the Inter-American Coffee
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a 3.2 cent spread in January 1941, the differential had increased
to almost 5 cents in March and was still about 4.5 cents in June.
Brazilians, at this time, wanted recognition and acceptance of
a 3-cent differential. The following comparison of average
monthly prices in the New York market, in cents per pound,
indicates that the DNC by its action was successful in re-estab-
lishing a more favorable differential:

Month Manizales Santos 4's Difierential
1940 July ............... 7.91 7.13 .18
Aug. .ooiiiinii s 7.45 6.75 .10
Sept, ...l 7.60 6.82 .18
Oct. ..ovvvvevnnn e 8017 1.00 1.17
Nov. ...ovvvvnnnnn. 8.65 7.03 1.62
Dec. ..oveiinnnnnnn. 9.56 7.25 2.31
1941 Jan. .............. 10.91 7.69 3.22
Feb, ....ciieiinis 12.37 8.22 4.1>
Mar. ... i, 14.06 9.09 4.97
Apr. ......... venae. 14.40 9.70 4.70
May ........... vees 15,44 10.68 4.76
June . ...l 15.96 11.48 4.48
July ..ol 16.41 12.46 3.95
Aug. ....... e 16.41 13.38 3.03
Sept. .. v.vvninans 16011 13.39 2.72
Qct. ..o iiininnn.. 16.16 13.21 2.95
Nov. . ..iiiiniinias 15.86 13.19 2.67
Dec® ....vveiennt 15.87 13.37 2.50

* Prices frozen on December 11.

The text of the Board’s resolution in raising the United
States quota in August refers to “official acts not contemplated
in the Inter-American Agreement” and also to stocks in the

Quota Agreement, on July 8, 1941 we fixed the minimum prices for Brazil coffee for foreign
consumption. , . . .

“Quotationa for the “Manizales,’ for one resson or another, continued to increase without
mezintaining the necessary and indispensable correspondence with the ‘Senptos type 4 . . . .
in order to reestablish the necessary correspondence hetween the prices of both cofiecs, we

raised our own minimum lmit o 438000 per ten kilos . . . . equivalent to nearly 13 cents
in the New York ‘spot.” . ...
“This price . . . . according to a publication which appeared in the United States, is

lower by 0.10 cent than the average price for the last 50 years, and 1.10 cents lower than
the average price for the past 21 years.

“The reasonableness of the price of our Santos coffee is evident in view of the above data,
and aleo as compared with . . . . increases . . . . on the following commodities . . . . August
15, 1939 and September 16, 1941 . . . .” He then shows how the price of lard, butter, cheese,
Bour, end rice had risen by a grester amount than the price of coffee, although prices of
Lea, cocoa, and sugar had pot risen &8s much (p. 37).
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United States believed to be closely held, partly for speculative
purposes.”® The Board’s action in raising the quotas checked
the advance, and in fact prices tended to ease (Chart 10, p. 173)
as the trade became increasingly confused in September and
October. There was much uncertainty as to how the differences
between the viewpoints of the United States and the Latin Amer-
ican producing countries would be resolved. On the one hand,
the coffee growers appeared to feel that they could, under the
circumstances, exact almost any price for coffee they wanted.
On the other, the United States did not wish to disturb relations
with the countries to the south, but nevertheless showed no dis-
position to be exploited without limit.

At the October 23 meeting of the Board, however, the 1941-
42 United States quota was set at 17,550,225 bags,* a reduc-
tion to 110 per cent of the basic quota, and a reassuring state-
ment was issued to the effect that any misunderstandings that
had existed had been cleared up and the success of the Inter-
American Coffee Agreement was assured. This followed a decla-
ration of policy by the Board “to the effect that minimum prices
would not be used in such a way as to control market prices or
prevent normal fluctuations in the market.”" November was
uneventful. Then came the United States entry into the war
with the attack on Pearl Harbor, December 7. Four days later
the OPA established tentative price schedules for coffee as well
as many other items. A revised schedule went into effect on
December 29. It is interesting 1o note that when ceiling prices
were established the Manizales top was placed at 157 cents per
pound and Santos No. 4 at 13% cents, a differential of 2%
cents, approximately that prevailing before the freezing order.
Late in January 1942 the OPA stated that no major changes
were contemplated in price eeilings and none in the price itself,
and reminded the trade that the OPA was the official source of
information on coffee prices and the Inter-American Coffee
Board on quotas,

39 Inter-Ametican Coffee Board, Annual Report, pp. 92-93.

40 For the 14 countries participating in the Agreement, the adjusted quotas for export
to the United States were 17,156,341 bags (effective Dci. 24, 1941), later increased to 17,618,594
bags, eflective Feb. 26, 1942,

41 Daniels, op. cit., p. 718.
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OTHER RECENT DEVELOPMENTS

The shipping situation became more critical in the spring
and summer of 1942. It operated especially to restrict ship-
ments from Brazil, and to favor shipment from several nearer
sources of supply. In April the question of the need for coffee
rationing was much discussed. Late in the same month, in order
to conserve supplies, the War Production Board placed restric-
tions on the distribution of coffee, and the Inter-American Coffee
Board removed all restrictions on shipments to the United States
for storage. Under the WPB order, deliveries, with certain ex-
ceptions, were limited to 75 per cent of those for the correspond-
ing period in 1941.

In July the Coffee Board again boosted the United States
quota, to approximately 134 per cent of the basic quota, but
announced that this was an emergency increase and that quotas
would be adjusted to 110 per cent at the beginning of the next
quota year. This action was to permit the release of impounded
stocks into consumption channels and additional shipments from
countries that had already filled their quotas.

In August the OPA amended its earlier price schedules, fix-
ing ceilings on approximately 200 grades and types of coffee,
thereby greatly expanding the original list in order to eliminate
confusion that had arisen with regard to ideas about “customary
price differentials in effect prior to December 8, 1941.”** An
arrangement was also effected whereby the Commodity Credit
Corporation was to absorb added costs incurred by coffee
roasters since December 7 on war risk and marine insurance,
ocean freight surcharge rates, and 75 per cent of the inland
freight costs due to steamer deviations to southern ports. Price
Administrator Henderson declared that this action had “averted
a severe squeeze on the coffee industry.” The War Produc-
tion Board announced an additienal reduction of 10 per cent,
effective September 1, in the amount of coffee available to con-
sumers. Distributors’ allotments thereby became 65 per cent

42 Prices of coffees not listed on the early schedules had had to be determined by their
“eustomary” relationship to the 39 upon which maximum prices were fixed.

43 OWI-OPA press release, Aug. 10, 1942 (OPA-487).
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of the average monthly amount of coffee handled during the
corresponding quarter in 1941.

In September the Inter-American Coffee Board fixed the
United States quota for 194243 at 19,330,115 bags for the
participating countries and 390,500 bags for others, or a total
of 19,720,615 bags. This figure was nearly 5 million bags
higher than the actual 14,922,880 bags imported for consump-
tion during the 194142 quota year, but was less than a half
million bag increase over actual imports from countries other
than Brazil, as shown by the following tabulation (in thousand
bags):

Country or 1940-41 194142 194243
countries imports imports quota

Brazil .......cocvvvv e 9,715 7,148 11,607
Other signatory countries. 6,612 7.249 7,723
Nonsignatory countries .. 371 526 391
Total. ............. 16,698 14,923 19,721

The WPB reduction in allowable deliveries within the United
States soon created regional shortages, for aggregate consump-
tion had not been curtailed by a corresponding amount. Al-
though stocks were drawn upon, coffee became scarce in parts
of the United States and consumer hoarding increased. Ration-
ing was advocated by some distributors and by other groups,
while the trade in general hoped to avoid it. Finally, the OPA
announced late in October that coffee would be rationed begin-
ning November 29. Thereupon runs quickly exhausted retailers’
stocks. The ration was fixed at one pound every five weeks for
persons 15 years of age and over, equivalent roughly to one cup
per day. On a per capita basis this amounted to 10.4 pounds
annually. Per capita imports of green coffee, adjusted to a
roasted-coffee basis, for persons 15 years and over, had
amounted to 12. 6 pounds in the census year 1900; 14.5 pounds
in 1920; 15.2 pounds in 1930; and 17.4 pounds in 1940."

Under coffee rationing in the United States, it was estimated
that imports would be reduced 37-38 per cent. Such reduction
would inevitably accentuate the storage congestion in some pro-

44 Foreign Commerce Weekly, Nov. 21, 1942, p. 21,
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ducing countries. Santos warehouses were reported already
full,** As the situation developed, the reduction in shipments
was not uniform. Colombia and Central American mild pro-
ducers were able to ship in increasing volume, while Brazil was
obliged to resort to additional storage. This put a strain on
storage facilities even though Brazil was better able to handle
surpluses than any other country. To compensate countries that
were unable to ship their quotas, the United States undertook
to purchase and store coffee that would have been permitted
entry under the Agreement. The Commodity Credit Corpora-
tion purchased the entire unshipped portion of Brazil’s 194142
United States quota (2,659,279 bags) and guaranteed to pur-
chase an amount equal to the unshipped portion of the basic
quota of 9.3 million bags of the 194243 quota coffee. It is
to be noted that the United States thus alone assumed the bur-
den. Government ownership of stocks created some new prob-
lems and fears which are discussed in chapter xii.

Despite the fact that Brazil was compensated for her inabil.
ity to export, Brazilian growers worried over the possible ad-
verse effects of this development on the postwar United States
market. Blends had to be altered to include more mild coffees
in order to make use of the supplies available. As early as the
summer of 1942, Brazilian preducers advocated an agreement
with the United States that would assure the maintenance of the
prewar ratio of imports between Brazils and milds.*®

Normally, popular blends are based on a few grades of
Brazilian coffee at more or less standardized prices. With the
supply of Brazils cut off, or drastically reduced, coffee roasters
in the United States who had heretofore not been large users of
mild coffees were forced to alter their blends, using whatever
growths could be secured from nearer supply sources. There is
a great variety of grades of mild coflee, prices are less stand-
ardized than they are for Brazils, and roasters had difficulty in
maintaining their over-all blend costs. Caught between rising
labor and material costs, and lag in reflecting higher green costs,
ceilings on sale prices, reduced volume over which to distribute

48 Chicage Journal of Commerce, Nov. 3, 1942, p. 14.
48 New York Times, Aug. 2, 1942, sec. 3, p. 6.
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overhead, and uncertain and fluctnating blend costs, roasters
had great difficulty in squeezing any profit out of their business.
Generally they felt that the domestic coffee industry was ahsorb-
ing too much of the rise in coffee prices and favored an upward
revision of the OPA schedules.

In order to quiet alarms in coffee-producing countries over
shipping and rationing developments in the United States, Don-
ald M. Nelson, chairman of the War Production Board, at the
instigation of Paul C. Daniels, chairman of the Inter-American
Coffee Board, wrote the latter a letter on November 4 in which
he stated that the intent of the rationing program was not to
affect adversely the exportation of coffee from producing coun-
tries, but was to provide an equitable distribution of such coffee
as it was possible to import in view of the shortage of shipping
space. He also stated that “every effort will continue to be made,
consistent with the war effort, to provide shipping space for the
movement of coffee into the United States.”"’

The shipping situation inspired a number of schemes for
getting coffee from Latin American producing countries to the
United States market. These ranged from the development of a
fleet of sailing ships for use in the Caribbean to the dehydration
of coffee in producing countries. For all practical purposes
shipping itself came to provide the limitation on coffee imports
into the United States. Quotas were set high so that coffee could
be shipped from wherever bottoms could be found. A resolution
of the Board on March 11, 1943 set the United States quota for
the remainder of the quota year at 200 per cent of the basic
quota.

Since the quotas under the Agreement no longer had any
practical significance and the OPA had already become the
arbiter of coffee prices in the United States, the operation of the
Agreement was necessarily radically modified. The Inter-Amer-
ican Coffee Board, however, was in a position to function as a
common meeting ground for all the various governmental and
private interests concerned with coffee in the Western Hemi-
sphere. As such it has concerned itself with many matters affect-
ing both coffee-producing countries and the trade in the United

47 Iuter-American Coffec Board relcase.
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States. As indicated in the following chapter, however, it has
not yet taken positive action on a number of matters of funda-
mental importance to the industry. It formulated a set of prin-
ciples to guide its policies, and in September 1942, in accord-
ance with Article XXIV, recommended an extension of the
Agreement without modification for a period of one year, {from
October 1, 1943. On April 26, 1943 the Board announced that
the participating countries had unanimously decided to extend
the Agreement as recommended, becaunse it had “operated so
successfully,”



CHAPTER XII

REGULATION OF THE WORLD COFFEE INDUSTRY

The Inter-American Coffee Agreement was the first truly in-
ternational co-operative scheme for the regulation of the cofiee
trade and the support of coffee prices. The various valorization
and coffee-defense programs of Brazil were strictly national in
conception and operation, and all attempts at international agree-
ment prior to 1940 were unsuccessful.

Unquestionably the Inter-American Coffee Agreement has
already proved of immense value to the 14 Latin American
countries involved. The striking increase in coffee prices since
August 1940, largerly attributable to the Agreement, has meant
far greater financial returns to growers. The net advantages of
the Agreement to the United States are less easily appraised.
The cost of coffee to the American consumer was markedly in-
creased, certainly by more than would have occurred without
the Agreement. Against this, however, must be set a number of
imponderables in the political sphere. In operation, the Agree-
ment has been highly successful in assuring Latin American ad-
herence to United States political objectives. Furthermore, it
introduced into the coffee market certain elements of stability
that had been lacking. At the same time, it created some new
elements of instability, and its operation thus far has contributed
very little to the solution of long-standing difficulties of the world
coffee economy.

There are indications now that the generosity displayed by
the United States toward its Latin American neighbors, not only
with respect to coffee but in many other ways, may have gone
too far. The coffee industry, though of high importance, has
been only one of many Latin American economic activities to
receive, directly or indirectly, financial assistance from the
United States. Too much assistance can create boom conditions
with unfortunate long-run effects, politically as well as econom-
ically. These significant possibilities, if not probabilities, are
currently rather easily overlooked.

192
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OPERATION OF THE INTER-AMERICAN COFFEE AGREEMENT

Perhaps the most crucial question, and one upon which
earlier international commodity agreements have foundered, is
that of price, Because price has been the focus of attention in
the past, it is not unreasonable to judge the operation of any
international agreement for coffee primarily by its influence on
the course and level of coffee prices. The expression “prices
fair to both producers and consumers™ has been used more and
more commonly in connection with international commodity
agreements. The Inter-American Coffee Agreement makes no
mention of prices, price levels, or price ohjectives, but the Coffee
Board is on record as favoring *“‘reasonable” prices that would
be “fair” to both producers and consumers and would “encour-
age consumption.”

The only specific official reference that might be interpreted
as a definition of a price level that would meet these requirements
is found in a statement made in July 1941 by Paul C. Daniels
of the State Department, Chairman of the Inter-American Coffee
Board, to the effect that “under present conditions” a further
increase in coflee prices was unwarranted. Santos 4’s, fixed hy
Brazil at 10.5 cents f.0.b., were then selling ex-dock New York
at 11.7 cents. In December of the same year, when the OPA
established maximum prices, the ceiling for the Santos 4 grade
was set at 1335 cents a pound. If 11.7 cents can be considered
the upper limit of “fair” under conditions in July, by implica-
tion prices in December, and perhaps subsequently, were “un-
fair” to consumers to the extent that they have been above this
level, unless conditions had been greatly altered in the interim.
The conditions undoubtedly referred to in July were those caus-
ing difficulties for some roasters because of the rapidity of the
advance, whereas stability of prices is always more conducive
to profitable operations. Prices were far more stable at the end
of the year, and this was helpful to roasters. Such stability as
was achieved at the higher level, however, was not necessarily
in the best interests of ultimate consumers or perhaps those of
the trade.

Actually, a Santos 4 price of 11.7 cents was higher than any
annual average price for this grade in the 10 years 1931-40.
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The level at which coffee prices were frozen was approximately
double the low prices of August—September 1940, some 86 per
cent higher than 1940 average prices, 55 per cent higher than
the 193640 average, 45 per cent higher than the 193140 av-
erage,’ and a little more than three-fifths of the abnormally high
level that prevailed between 1924 and 1929, Wholesale prices
of all foods in December 1941, on the other hand, were only
about 12 per cent higher than the 1931-40 average, and for the
whole of the year 1942 averaged less than 14 per cent higher.
This is not to say that the 1930’s constitute a period of “normal”
coffee prices. There is, in fact, no period in the coffee history
of the past two or three decades that can be described as “nor-
mal.” Attempts to relate recent coffee prices to the 1926 or
1925-29 level, or even an average level of 30 to 50 years, how-
ever, are totally irrelevant in measuring whatever obligation the
United States may have to relieve distress in Latin American
producing countries grising from war dislocations.

The Inter-American Coffee Board had its first real test be-
tween July and October 1941 over the question of prices. Even
before the Agreement was signed in late November 1940, coffee
prices began to advance from their low August—September level
in anticipation of the successful consummation of an agreement.
At first the rise was gradual, but it was accelerated by the end of
the year when Colombia took the lead in establishing and rapidly
increasing the minimum prices at which she would export coffee.
Early in 1941, when it was certain that the Agreement would be
ratified by the United States, prices began the spectacular rise
that culminated six months later,

The trade generally conceded that green coffee prices had
been forced too low in August and September 1940, but few
believed that prices would have gone still lower if there had been
no Agreement. Most roasters recognized that growers could not
make a fair return on the extremely competitive prices that pre-
vailed for a while, but felt that it was only a matter of time before

1 The average import price of all coffees entering the United States during the 19307s was
about 8 cents a pound. A 45 per cent rise above this level amounts to 72 million dollars an-
nually at the average rate of imporiation for the three years 1938-40. Under the Agreement
basic import quotas were set bigher than this rate, and imports broke previous records until
shortage of shipping intervened.
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the situation would correct itself. They could find little justifi-
cation for the extent of the price rise that followed. Yet prices
were at a depressed level from which to advance, and stocks in
the United States were low. As soon as it was apparent that the
price trend would be upward, speculative conditions emerged
that made a sharp rise almost inevitable.

Early in 1941, when Santos 4's were selling at approximately
8 cents and Manizales at approximately 12 cents, the general
trade opinion seems to have been that prices were high enough
—that they had been restored to levels remunerative to growers
but not too high for an expanding volume of coffee business in
the United States. This level of prices, it will be noted, was
about two-thirds of that prevailing when Daniels made his state-
ment a few months later, and approximately three-fifths of the
level at which Santos 4’s were {frozen at the close of 1941,

The attitude of official Washington, both on domestic and
foreign matters, facilitated the coffee-price developments that
took place during this period. The government was extremely re-
luctant to offend Latin American countries at such a critical time.
At home, likewise, it failed to deal vigorously with the problem
of rapidly rising prices of farm products. The coffee-producing
countries made the most of the sitnation, and encouraged the
price rise. They could do this easily since no machinery was
provided for control over prices during the time that elapsed
while the Agreement was being ratified and before the Cofiee
Board could be set up.

At first propaganda emanating from the south was confined
to a justification for increased coffee prices, comparisons usually
being made with the abnormally high level of 1924~29.° As
prices continued to rise, and as Colombia and Brazil established
and successively raised the minimum prices at which they would
export coffee, further justification was sought for the efforts
being made to force coffee prices still higher. For example, the

2 See, for example, Pan.American Coffee Bureaw, Coffee Siatistics, Relerse No. 2, Feb, 15,
1941, “The Slump in Coffee Prices since 1925, p. 3. In this report (p. 5), a study of the
Nationa] Foreign Trade Council, Iuc., is quoted as saying: “Only by restoring the incomes of
the coffee producing countries to an approximation of the high levels of the lale ‘twenties,’
can they have exchange for their imporis, remission of earnings on foreign investments, and

external debt services.” This, of course, is very different from saving that coffee prices should
be raised to their former levels.
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president of the National Coffee Department explained that it
was necessary for Brazil to take such action because Colombia
did, and pointed out that the rise in coffee prices in the United
States was modest in comparison with the rise in the prices of
such commodities as lard, butter, cheese, flour, and rice.

If the framers of the Inter-American Coffee Agreement had
any price objectives in mind, they were not made public. The
minimum that could be expected from an agreement was the
prevention of a further decline in prices. However, there seems
to be no doubt that expectations went beyond this; a price rise
was desired and expected. Apart from other factors that brought
about the Agreement, the mere cessation of the trade war between
Brazil and Colombia would have tended to lift prices. The ques-
tion as to what might have been a reasonable price objective is
not easily answered. From most peints of view, and certainly
from that of the United States, there was little justification in
1940 for considering the coffee-price level in terms of 1924-29.
There was, however, a pre-1937 basis of “reasenableness.”

Although coffee prices throughout the 1930’s were low in
comparison with those of the 1920’s, this did not mean that coffee-
growing was unprofitable, especially for the producers of mild
coffees who were not embarrassed by surpluses. Until 1940,
Colombian and other growers of mild coffees received sufficiently
attractive returns to provide an incentive for expanding produc-
tive capacity. For the eight years 1932-39 average annual
prices of the Manizales grade ranged between 10.3 and 13.7
cents, averaging 11.5 cents for the entire period. Santos 4’s, on
the other hand, ranged between 7.5 and 11.2 cents, averaging
9.5 cents for the eight years.

It was the price of Santos coffee that was high in relation to
Manizales during part of the period because of the price-support-
ing activities of Brazil. In 1936 the Brazilians were satisfied
with a 2 to 2.5 cents differential between Santos 4’s and the
Manizales grade. The agreement following the Bogota confer-

8 See p. 184, foctnote 38 It is of conrse fallacions 1o reason that, because prices of com-
moditics that are scarce relative 1o demands bave risen, prices of those that are sbupdant in
relation to their demands should rise also. Moreover, if the price of flour in the United States
is higher than justified by the wheat supply situation, it does not follow that, because political
considerations are involved here, concepts of parity must be applied 1o imported commodities
that exist in abundance elsewhere.
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ence was to keep the minimum price of Manizales at 12 to 12.5
cents and Santos 4’s at 10.5 cents. Manizales sold at 11.3
cents in 1936 and rose to only 11.6 cents in 1937, whereas
Santos 4’s sold at 9.5 and rose to 11.1 cents. A price of around
11-12 cents for Manizales and 8-9 cents for Santos 4’s might
have constituted a fair price objective. With the exception of
1934, a price of 12 cents for Manizales is higher than any av-
erage annual price for the entire period 1932-39; and, in com-
parison with the unsupported prices of 7.8 and 7.5 cents in
1938 and 1939, 8 to 9 cents for Santos 4’s is likewise generous
and only slightly below average prices for eight years that in-
cluded years of artificially supported prices.

The feeling of many in the trade early in 1941 that prices
of roughly 12 and 8 cents for the two grades were “fair” had,
therefore, a reasonable basis. Prices of 157 and 133 cents
for Manizales and Santos 4’s are certainly far above this par-
ticular basis of reasonableness, even allowing for general price
advances since late 19490,

Bringing the trade war to an end in 1940 was in itself of
great value to producing countries; restoring prices to the pre-
vious levels in the face of continued surpluses was highly bene-
ficial to these countries; but permitting prices to rise further
involved a virtual subsidy by the United States. Coffee prices
approximately 100 per cent higher than prevailed in the months
before the Agreement was signed meant that half the former
export volume could be sold to produce the same financial re-
turn, Until shipping difficulties interfered, the United States
was receiving a little more than half of the entire coffee output
of Latin America.

After prices were frozen, moreover, most of the subsequent
increases in costs were met by outright government subsidies.
Price control in the United States necessitated subsidy payments
of about 1.7 cents per pound for roasted coffee, and subsidies
were also paid to cover 75 per cent of the increased domestic
transportation costs arising from the diversion of coffee to other
than normal ports of entry.* Then, when a stringency of shipping
interfered with exports, the United States bought coffee even

4 U.5. Dept. Agr., Bur. Agr. Econ., The Nasional Food Situation, January 1943, p. 24.
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though importation was impossible (p. 189). If it should prove
necessary later to give away or destroy these stocks, the cost to
the United States will be increased still further.

The crucial question, from the United States point of view,
concerns the necessity for so much generosity. At the time,
something more than a gesture of good will was undoubtedly
politically necessary. Putting a floor under prices, perhaps
somewhat above the minima to which they had fallen, was prob-
ably essential in the interest of hemispheric solidarity and eco-
nomic support to Latin America. To the layman, however, it
seems clear that the economic diplomacy was conducted without
adequate regard to the financial burdens that would be imposed
on this country, to the other contributions to Latin American
economies that the United States war program would entail, or
to the danger of creating boom conditions in those countries.

Price behavior during this period has added significance
when related to the buying policies that were adopted by the
United States coffee trade. A large volume of speculative pur-
chases was made in the later months of 1940 and early in 1941
on the price rise. These purchases, and the price advance, ap-
parently were but little influenced by the threat of a shipping
shortage, but were considerably influenced by the minimum ex-
port prices that were established and rapidly increased in pro-
ducing countries. Under the Agreement the imposition of quotas
meant that only so much coffee could be sold, and growers were
disposed to get the best price possible. If there had been no re-
strictions, it is possible that stocks in the United States might
have been built up more than they were. The low level of prices
would have minimized the risks of importers, and the growing
uncertainties would have made heavy stocking advisable. As the
months passed and the shipping situation became tighter, there
was some feeling that the Agreement had prevented, and was
preventing, the accumulation of stocks in this country.

The record of the Board was set forth by its chairman,
Pau!l C. Daniels, at the annual meeting of the National Coffee
Asgociation in September 1942:°

5 Aa reported by the Tes & Coffee Trude Journal, October 1942, p. 16 3.
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As early as May 28, 1941, . . . . attention was called to the critical uncer-
tainties of the shipping situation . . . . Later, in July, 1941, . . . . a formal
resolution once more was made public . . . .

In October, 1941, . . . . a resolution was approved to make sure that in
so far as the Board was concerned, the quotas would not constitute an ebstacle
to the shipment of coffee to this market, by permitting advance shipments on
next year’s quota. . . . . Subsequently, last April 20th, . . . . the 15 per cent
restriction was removed, with the resnlt that since that time there has been
no restriction whatsoever on amounts of coffee that may be shipped from any
producing country to the United States.

. . . . the quotas were expanded thirty per cent last July so as to make
such coffee available for immediate distribution.

Later Daniels stated that “although the United States is now
threatened with a relative scarcity of coffee due to shipping short-
ages, it can correctly be stated that this problem today is far less
than it would have been had it not been for the operation of the
Inter-American Coffee Agreement.”® This contention is debat-
able; it can be defended on the grounds that the aspect of restric-
tion of exports and the probable influence on prices had received
so much emphasis in formulation of the Agreement that the
trade in general, rather than a limited number of speculators,
scrambled to secure supplies in order to protect their require-
ments and also to profit from the generally anticipated price rise.
Although the operation of the Agreement may have prevented
the importation of all the coffee demanded by buyers from spe-
cific countries at specific times, these lots needed for blending,
even if they had been available, would probably not have greatly
altered the general stocks position of the United States. The
Board’s action on quotas anticipated growing shipping diffi-
culties, and, so long as prices were not affected adversely, there
was every incentive to permit entry of as much coffee as the
market would absorb. On the other hand, if there had been no
Agreement and prices had remained low, the trade would also
have purchased heavily as it has always done in the past. Stocks
in the United States might or might not have been built up as
large and as rapidly under the market conditions and war de-
velopments at the time.

After coffee prices were frozen in December 1941, there
was less incentive for the trade to build up stocks, inasmuch as

8 Coffee Annual 1942 (Commodity Research Bureau, New York), p. 12,
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the opportunity for profit through advance purchases was largely
removed. Furthermore, most roasters had already ig,f:qulrcf:d
ahout all the coffee that they could conveniently store, and their
requirements were fairly well protected. Price freezing removed
the price problem from the jurisdiction of the Coffee Board only
a short time after the settlement of the issue over minimum prices
in October. The action of the Board was effective in checking a
further price advance that had already gone far. But the all-
important question, whether or not quota adjustments could,
over a period of time, be effective in stabilizing prices at levels
considered satisfactory to producers, the trade, and to consum-
ers, was never given a real answer. If the entry of the United
States into the war had not interfered, there might have been
some easing of prices with increased quotas, and ultimately a
better adjustment to prewar conditions.

The issue over minimum prices established by producing
countries was resolved only after coffee prices in the United
States had advanced considerably beyond the level at which the
United States representative had thought that the rise should
stop. The level at which green coffee prices were frozen was
little under the peak prices reached in the spectacular advance
from the low level of August-September 1940. Since the mid-
1941 price rise was under way when the Board was beginning to
function, it is not surprising that it was unable to secure control
over a situation that had been developing for months before its
organization. When price stability was achieved, 1t was at a
level that left little justification for complaint by producers. If
the criteria of fair prices mentioned earlier are accepted, the
Board cannot be credited with very effective regulation of prices
in the interests of consumers as well as producers.

Any conception of a “fair” price to producers and consum-
ers must, of course, be related to conditions existing at any par-
ticular time. What might have been fair at the outset of the
Agreement may no longer be fair, appropriate, or desirable. The
coffee pact was the first practical result of the Havana confer-
ence on hemispheric solidarity in the field of economics and
trade. Since its consummation, many other steps have been
taken to fortify Latin American economies, gain for the United
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States dertain badly-needed strategic materials, and provide
countriés to the south with funds and equipment necessary to
strengthen their own positions.” When coffee was the chief means
of the Latin American countries for creating exchange, one pol-
icy with regard to coffee prices may have been appropriate.
After many of these countries began to export other products
needed in the United States, there no longer existed the same
degree of necessity for virtual subsidization of coffee exports at
the expense of American consumers,

Under the pressure of war and the urgency of collaborative
measures, indeed, the United States appears to be creating
conditions in some countries that will give rise to serious reper-
cussions later. Rather than the severe hardship envisaged for
Latin America in 1940, at the opening of 1943 there were many
signs of unexpected prosperity bordering on boom conditions.
That booms did not develop in some places was due solely to
the inability to make foreign purchases and secure delivery.®
If boom conditions are created on an extensive scale now or
later, the readjustments necessary may be so drastic as to cause
both ill-will toward the United States and economic suffering.
Although the short-run effects of the Inter-American Coffee
Agreement are extremely beneficial to producing countries, the
long-run effects may be adverse. Muitual recognition of the
dangers both in the United States and in Latin America cannot
come 100 soon.

Even if these dangers are recognized now, corrective action
is not easy. It is always politically difficult to readjust prices
downward. The United States domestic policy with regard to
farm prices provides little basis for expecting early efforts to be
made to lower coffee prices te producers at a time when ex-
ternal politics is an even more delicate matter than the handling
of internal relationships,

Certain developments in mid-1943 present new possibilities

T At the opening of 1943 the United Stales was reported already to have been committed
to finance the “industrial and agricultural revolution” in Latin America to the cxtent of ap-
Proximately 2 billion dollars. United Stases News, Feb. 19, 1943, p. 20,

8[n 1941 and 1942 Latin American countries created export balances in their trade with
the United States of about 600 million dollars. By the time the war ends in Europe, this
balance will be considerably larger and will tend to increase siill more when chipments of
coffee, sugar, bananas, cocoa, and other products can be resumed in normal volume.
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of downward readjustments in coffee prices. Sharp reductions
in shipping losses in May—June, and continued rise in output of
new vessels, are tempering the extreme shipping stringency.
Coffee imports increased so much that coffee stocks returned to
normal, rations were enlarged, and finally on July 29 coffee
rationing was suspended. Meanwhile, labor leaders insisted
that the cost of living be reduced to the level of mid-Septem-
ber 1942, or that the “Little Steel formula™ be thrown overboard
and wage rates raised. On April 8 the President issued a “hold-
the-line’” order with respect to prices and wages. Within a few
weeks the OPA announced plans to “roll back™ retail prices
of meat, butter, and coffee about 10 per cent, using subsidies to
processors. The meat and butter rollbacks were made effective
June 10 and 21 respectively. The scheme for coffee was vigor-
ously opposed, as administratively cumbersome and expensive,
and as promising insignificant savings to consumers; and in July
it was shelved.

If the mid-1943 improvement in the shipping situation
should continue, another approach to the problem of lowering
coflee costs to ultimate consumers will be open. Coffee supplies
in Latin America are greater than the United States market can
absorb. If these supplies are not held back by minimum prices
imposed in producing countries, green coffee prices are almost
certain to fall below present OPA ceilings. Should ample ship-
ping for coffee remain available, the Inter-American Coffee
Board will be under pressure to reimpose quotas on shipments
to prevent price declines.

If, however, the Board were to set the new quotas high
enough to permit the entry of sufficient supplies to bring about
a moderate easing in the coffee price level, a number of useful
ends would be served. Coffee consumption here would be en-
couraged, while growers’ aggregate returns would probably suf-
fer very little. Inflationary tendencies would be given some
check, both in the United States and in Latin American countries.
Such action would be in accord with the announced “hold-the-
line” policy of the President, and would contribute toward meet-
ing the demands of labor in the United States. Broad consider-
ations of domestic and foreign policy alike suggest that advan-
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tage be taken of this opportunity, which may materialize before
the termination of the war in Europe. In retrospect it scems
clear that higher quotas during the first quota year would have
moderated the extent of the price rise and perhaps have lessened
later difficulties.

The Inter-American Coffee Agreement must be regarded
primarily as a political measure devised to meet pressing prob-
lems arising from war, In the interests of hemispheric soli-
darity the United States has displayed extraordinary generosity
toward its Latin American neighbors. The Agreement in opera-
tion, and supplementary actions by the United States, have been
outstandingly successful in improving the wartime position of
coffee producers. The Agreement has, however, contributed
very little toward solving the fundamental problems of the world
coffee economy. These remain essentially as before, and some
are even worse than when the Agreement was signed. Most of
the control features of the Agreement are now virtually sus-
pended. Any contribution that its operation may make toward
solution of the basic economic problems of the world coffee
economy must remain for the future.

Inasmuch as the experience under the Inter-American Coffee
Agreement has been limited in the fields in which most commod-
ity agreements break down, it becomes necessary to think in
terms of potentialities of this or a similar agreement in a period
favored by more normal conditions.

THE PROBLEM OF CONTROL FOR COFFEE

In appraising the problem of coffee control, certain distine-
tions need to be made with respect both to the purpose or ob-
jectives of control and to the period during which the control
operates, Price raising, or price supporting in the interests of
producers, has been the central objective of most control schemes,
Moderation of price fluctuations in the interests of hoth pro-
ducers and consumers is often advanced as a desirable objec-
tive, and the trend of opinion is in the direction of giving con-
suming countries, if not ultimate consumers, effective represen-
tation in control schemes. However, an international agreement
among producers or producing countries may be less ambitious,
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and may be limited to such purposes as orderly disposition of
temporary or persistent surpluses, improvement of trade prac-
tices, or promotion of demand for the product. Both purpose
and appropriate procedures, moreover, will be different while
the war is still in progress, during the transition period, and in
the later period of peace. Developments in mid-1943 have al-
ready initiated a transition period for coffee, and have strength-
ened the possibility that part or most of that period may have
elapsed before the war ends in the Pacific.

Brazilian experience in attempting to manipulate coffee
prices solely in the interests of her coffee producers reveals a
number of dangers that must be avoided if future schemes for
influencing prices, even for the purpose of stabilization in the
best sense, are to be considered desirable and feasible for con-
tinucus operation. The fundamental objectives of control, as
commonly advocated today, need to be clarified. At least there
is needed some amplification and interpretation of what is
meant by stabilizing markets and prices in the interests of both
producers and consumers.

The coffee roasters’ interests and those of the ultimate con-
sumer are rather easily described. A moderately low price level
for green coffee generally means greater profit margins for
roasters and a faster turnover. A low price level tends to favor
the small roaster more than the large, but both attach much im-
portance to stability of green coffee prices. The lack of stability
is unfavorable to the roasters’ operations, because competitive
conditions usually permit only a slow raising of retail prices
when green coffee prices advance but force a rapid downward
adjustment when green coffee prices fall. The ultimate con-
sumer stands to gain more from price instability than from prices
stabilized at a high level. Over the longer period, however, it
would be more advantageous to both roasters and ultimate con-
sumers to have coffee prices stabilized at a level that would per-
mit the maximum number of consumers to indulge in the coffee-
drinking habit, without important limitations by reason of price
or income.

A moderate coflee price level tends in the long run also 10
be advantageous to producers, but producers’ and consumers’
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ideas on prices are invariably at odds. Producers usually show
interest in price stability in another sense. Most important to
the producer is a “profitable” price level, i.e., one usually higher
than consumers feel is justified. In the past, most schemes
for price stabilization were really devices for raising the price
level and giving the grower a larger return, without necessarily
stabilizing year-to-year incomes. The reason growers attach less
significance to stability of returns, desirable as that may be, is
their realization that market intervention, even if successful in
stabilizing prices, will only moderate the fluctuations in their
income,

The wide variations in returns to growers are caused by
varying production costs as well as by changes in green coffee
prices in the world markets. Coffee production costs are pre-
dominantly fixed costs, only 20-30 per cent of the total cost of
an average crop varying with the size of the crop. Under these
circumstances growers tend to think of *“profitable” prices in
terms of a minimum return for any particular year. In other
words, they seek a floor on income but no ceiling. Average returns
would be greater under this concept than would be possible under
a price level causing income to fall below such a minimum in
some years. Furthermore, there are high- and low-cost pro-
ducers. When price objectives and policies are formulated to
give the high-cost producers satisfactory returns, as under Bra-
zil’s control scheme, the price level will be much too high from
the standpoint both of consumers’ best interests and of the ma-
jority of producers.

Under control, aggregate returns to growers tend to be larger,
but regularization of this income has remained thus far the prob-
lem of the individual grower. When the excesses of control in
Brazil resulted in a breakdown of the scheme, returns fell to ab-
normally low and unprofitable levels for many growers. They
tended to be “stabilized” at these levels as the result of persistent
surpluses due to the unjustified expansion in productive capacity
during the period of artificially high prices. Any future schemes
to stabilize prices in order to moderate the fluctuations in grow-
ers’ returns must, if they are to be successful, attempt real stabil-
ization rather than price raising. This means that they must be
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devised to operate in a manner somewhat different from the
procedures used in the past.

Control schemes are devised to compensate for, or to prevent,
irrational action of producers as a group, and necessarily in-
volve a considerable amount of regimentation. Regimentation
is seldom popular; yet it is inevitable if stabilization objectives
are to be realized. If the control is dependent upon an assump-
tion of rational action on the part of growers, at least in certain
respects, it possesses a fundamental weakness that can be com-
pensated for only by the introduction of more complex features
into the scheme. This increases its vulnerability by magnifying
the difficulties of admimistration and enforcement. In order to
avoid such weaknesses, the plan of control must leave little to
the judgment of producers individually.

Because of the highly variable annual coffee output, any plan
to prevent natural price responses must involve regulating the
rate at which supplies are permitted to reach the markets. This
means storage somewhere, and involves financing the holding of
stocks, Such operations were the essence of the Brazilian valor-
izations, conducted with the aid of public credit. In theory, with-
holding supplies when crops are large and releasing them when
crops are short, thereby providing a more or less even flow to
market, should result in a high degree of price stability pro-
vided that no other factors influencing production and consump-
tion undergo change. Changes in consumption are not rapid,
owing to the relative inflexibility of consumer habits, but do oc-
cur over a period of years. Increases in production may also
occur over a relatively few years if productive capacity is
altered under a price-and-profit incentive. If valorization is
to be practicable for any period of time, expansion of output
must not be more rapid than the growth in consumption. It
therefore becomes necessary either to stabilize prices at levels
that will induce restraint on new production, or to establish
effective control over productive capacity. '

Assume that a control scheme is devised for minimizing the
influence of crop variations on prices through the manipulation
of stocks. With a bumper crop the grower would make hand-
some profits if all of his coffee could be sold. The supply, how-
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ever, is greater than market requirements; hence a portion of
the crop goes into storage for release upon the market at a later
date. Although the grower’s unit costs are low with a bumper
crop, his aggregate costs have increased because of the extra
help needed in harvesting, handling, and so on. H he is able to
sell only that portion of his crop that represents a normal or
average output, he may not secure a sufficient return to compen-
sate for out-of-pocket costs and provide funds to continue culti-
vation. He demands that the control authority buy his surplus
or give him a loan value on it. Under control, bumper crops
have usually meant larger returns to growers despite the fact
that only a portion of the output was sold for immediate entry
into consumption channels. The responsibility for putting aside
part of this income was left entirely to the grower.

With a short crop, the grower’s aggregate return may also
be too small to permit continuation of operations, unless he has
a reserve to draw upon. From the standpoint of orderly market-
ing this is the appropriate time to release pool stocks, but it is
also the time when the grower would most like to see prices rise.
A short crop means high unit costs, and at a “stabilized” price
the grower may even show a loss. Certainly at stabilized prices
he will have less borrowing power on the small crop. Most
growers will be so situated and will make strong representations
in an effort to shape the policies of the control authority, even
though their individual positions may vary greatly.

The obvious remedy to this weakness in the operation of a
control scheme is a policy that would permit advances on a
bumper crop only to the extent that the grower must have cash
for current operations, and supplementary payments upon the
disposition of stored surpluses, presumably when the current
crop is short, In theory this procedure is sound. In practice
large and small crops do not exactly offset one another or occur
at regular intervals. There is always pressure from producers
for advances or payment before final disposition of excess sup-
plies. The control authorities have a temptation to let prices rise
to relieve the strain, and tend to justify such action by the an-
ticipation of further short crops.

Even when the control provides for rigid restriction of new



208 THE WORLD COFFEE ECONOMY

planting, there is a tendency for output to expand and for pro-
duction costs to rise. Liberal advances on large crops encourage
greater expenditures upon cultivation, tend to enlarge output,
and stimulate demand for commodities and services unconnected
with coffeegrowing. Sometimes local or regional booms are cre-
ated, inflation takes hold, and labor and other production costs
rise. Growers then demand recognition of changed conditions
and agitate for an upward revision of price objectives.

Without production restraints, the usual operation of con-
trol schemes results in an expansion of productive capacity,
tending to lead to persistent surplus problems. With a control
over productive capacity, this evil may be avoided, but if grow-
ers’ returns are to be regularized much depends upon their own
acumen. Since this cannot be counted upon, any more than con-
sistently wise behavior with regard to planting and marketing,
the control authority must, if it can and will, adopt policies
independent of pressure that will be in the best interests of
producers in the long run. Stability of returns to growers is
desirable; it cannot be achieved by measures that result merely
in Increasing aggregate returns, for such measures inevitably
create new problems that lead to a breakdown of control. A
control must be devised that does not place responsibility for
operating and financial decisions entirely upon the individual.
The obstacles to achieving some degree of stability of income
for large numbers of growers are many, but it is too early to
conclude that they are unsurmountable. Unfortunately, how-
ever, many of these obstacles can be overcome only by the in-
troduction of a normally distasteful degree of regimentation of
the growers’ affairs.

PROBLEMS OF THE TRANSITION PERIOD

Following the war in Europe, two classes of problems will
confront the coffee industry: {1) readjustments involved in the
restoration of the coffee trade during the war-peace transition
period; and (2) regularization of this trade, upon whatever
basis is established as the result of general economic and polit-
tical reorientation, after the transition period. Future trends in
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coffee production and consumption will be partly conditioned
by developments during the critical years of readjustment.
Coffee surpluses will probably exist in Latin America at the
end of the war. Article XI of the Inter-American Coffee Agree-
ment directs that the Coffee Board shall undertake as soon as
possible “a study of the problem of eoffee surpluses in the pro-
ducing countries participating and shall also take appropriate
steps with a view to working out satisfactory methods of financ-
ing the storage of such surpluses in cases where such action is
urgently needed to stabilize the coffee industry.” Although this
directive is limited, vague, and hedged, it seems reasonable to
assume that its intent was to make the Board contribute toward,
if not be responsible for, solving the surplus problem. The
Board’s two resolutions of January 21, 1943 were the first public
indication that work on it had begun. One resolution invites con-
sultation with the Board for its assistance and advice on present
and contemplated international commitments or agreements on
the financing and disposition of coffee surpluses; the other rec-
ommends that participating countries “contribute coffee to the
fullest amount possible to0 a program of relief” and devise a
plan for handling coffee destined for such purposes. Thus far
any plans or proposals appear to be in a very preliminary stage.
When the Inter-American Coffee Agreement was drafted, it
was expected that the end of the war would find coffee sur-
pluses in most of the producing countries. Their size would de-
pend much upon the length of the war, and upon crops and
shipping developments during the war. Orderly disposition of
accumulated stocks was undoubtedly contemplated as a major
problem of the industry during the transition period. If a
shortage of shipping should continue to make it necessary for
the United States to draw supplies mainly from the nearest
sources, i.e., cauntries bordering on the Caribbean, this will
tend to eliminate abnormal stocks from most Latin American
producing countries, leaving the surplus concentrated, as in pre-
war years, primarily in Brazil. The probabilities of securing
some kind of joint agreement, under these circumstances, would
be greatly reduced, but the United States has assumed at least
a moral chligation to continue to bear some of the burden of
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the surplus and will presumably own part of it. Unless the war
in Europe lasts longer than now seems in prospect, most pro-
ducing countries of Middle America will not have had time to
accumulate unmanageable surpluses. Even if shipping ceases
to be the limiting factor in the coffee movement to the United
States, the bulk of the surplus will undoubtedly remain m Brazil.

The world coffee surplus has been centered in Brazil for
many years. Finding it there at the end of the war should sim-
plify its handling. At the same time, the temptation will be
strong to deal with it outside the Inter-American Coffee Board
because of the difficulties involved in securing agreement of 15
countries upon a program. If the Board should evade or shift
this responsibility, the future of Inter-American co-operation in
the coffee industry would be seriously jeopardized. Only chance
will have made the troublesome problem of surpluses primarily
the concern of one or two producing countries, rather than a
problem common to all. As a matter of equity, each producing
country should shoulder its fair share of the load. If this is not
done, old antagonisms are likely to be revived, for the interests
of Brazilian growers and the producers of mild coffees are to a
high degree fundamentally at odds. To avoid a breakdown of
the present co-operative machinery, Brazilian interests must be
satisfied either by agreement with the other producing countries
or with the United States alone. Any arrangement whereby the
United States should assume the entire responsibility for a prob-
lem that would have been common to all producing countries if
there had been no shipping difficulties would set a bad prece-
dent and increase the vulnerability of the control scheme by mak-
ing it too dependent upon United States policy.

The coftee surplus of Brazil is made up of coffee carried over
from earlier years (partly pledged against loans), additional
wartime accumulations, and stocks that have been purchased by
the United States and not imported. The supplies owned by the
United States and stored in Brazil awaiting an easing of the
shipping situation are part of the current Brazilian problem
in so far as their disposition has an important bearing on future
market prospects. If imported under Brazil’s quota, when con-
ditions permit, the quotas for all countries will probably have
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to be readjusted downward later on, because for many months
the Caribbean countries made up as much of the deficit in supply
of Brazils as shipping allowed.

In view of the progress that mild coffees made during the
interwar period, Brazilian fears that forced change in blends
in favor of a greater proportion of milds might permanently
alter consumer tastes are not entirely without foundation. This
danger, however, can be easily exaggerated. Although mild cof-
fees are in general more flavorous and of better quality, the
real reason for the earlier shift in preference in the United
States market was not that coffee drinkers suddenly became
aware of differences between Brazils and milds. Rather it was
a case of blenders being able to improve their product at small
extra cost because of the slight price differential that prevailed
for some time between Brazils and milds. There is little doubt
that Brazils can remain the basis of popular-priced blends if
they continue available in volume at favorable prices. This has
been true in the case of tea, where cheaper “filler” teas help
reduce blend costs without adding or detracting from the quality
of the beverage, and it is reasonable to assume that it will remain
true for a long time in the case of coffee. There may be difficulty,
however, in changing back to a greater proportion of Brazils if
quotas have to be lowered at a later date in order to aveid the
creation of excessive total coffee supplies in the United States.
If it becomes necessary to reduce export quotas to the United
States in order to adjust supplies to market requirements, the
changes should be made gradually so that the government stocks
can be abhsorbed without disturbing the market.

A question may be raised as to whether it was not possible
for the United States to assist in carrying stocks without pur-
chasing them. Since it was the intent of the Inter-American Cof-
fee Agreement to aid producing countries through the purchase
of specific quantities of coffee, it may be argued that merely fin-
ancing the carrying of stocks would defeat this purpose and
would be insufficient help. Apparently, upon representations of
Brazilian interests who sought fulfillment of the spirit of the
Agreement in this fashion, the State Department was primarily
responsible for a purchase arrangement, which may perhaps
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be justified on broad grounds of war policy, but appears not to
be in the best longer-term interests of Brazil, the United States,
or other Latin American producing countries. Under the Agree-
ment the United States has no commitment to purchase coffee,
but if there had been no agreement, financial assistance might
more readily have been provided through loans. This would
have prevented the United States from becoming involved in all
the problems accompanying government ownership and control
over stockpiles of surplus foodstuffs.

An alternative course of action lies in the disposition of such
stocks outside the United States market. This, too, is a proce-
dure that may be difficult, especially since it is almost impossible
for the United States government to act without in some measure
affecting special interests within the coffee industry, either at
home or abroad. Government-owned stocks are always poten-
tially competitive with supplies that the trade will wish to sell
as opportunity presents. Under certain circumstances, their dis-
position can undoubtedly adversely affect interests within the
coffee industry. Yet these stocks have been purchased with pub-
lic funds, and consumers have vocal representatives who are not
likely to overlook the political capital to be made from a gov-
ernment policy of making “gifts” except for legitimate relief
purposes in war-torn areas. This is the more likely since govern-
ment acquisition of stocks is not confined to coffee but extends
to many Latin American foodstuffs and raw materials.’

The possibility of postwar dumping of United States gov-
ernment-owned stocks has already aroused the fears of the cof-
fee industry. The Board of Economic Warfare has taken the
position that there are too many unknowns to make binding com-
mitments now on the disposition of these supplies. “The BEW
feels very strongly that neither its hands nor those of the CCC
should be tied in any way whatsoever in the disposition of any
commodities which may be accumulated in store in foreign
countries . . . . We may wish to sell, barter, lend-lease, or
give away, all or part of such stocks.” The trade warned that

% In addition o purchases of Brazilian coffee, the United States has contracted to buy
and store Cuban sugar, Peruvian cotton, and Urugnayan wool, apart from extensive purchases
of raw materials needed for the prosecution of the war for which shipping is provided.



REGULATION OF THE WORLD COFFEE INDUSTRY 213

this stand would “‘destroy the whole system upon which the mar-
keting of coffee has been based in this country and set up an
agency of the Government as an irresponsible competitor to
every coffee producing country in the western hemisphere.”*
It would be “in flagrant violation of the Good Neighbor policy”
if the stocks normally exported to Europe are given away or
“thrown on the market for what they will bring after the war.”"*
Later the BEW clarified its policy by stating that it would “make
every effort possible which does not interfere with the war effort
to maintain private enterprise in the importation and exportation
of coffee” and that it would “consult the Inter-American Coffee
Board and the coffee trade prior to its disposition of any surplus
coffees in countries of production.”

There is much to be said for handling part or perhaps all of
the United States—owned coffee stocks and surpluses owned by
the producing countries by the gift-for-relief or exchange method.
The most desirable policy will depend, of course, upon circum-
stances. A plan might be devised for pooling all Western Hem-
isphere coffee stocks over and above necessary working stocks
and possible “security reserves.” These stocks could be cen-
trally marketed for the benefit of all participants in the Inter-
American Coffee Agreement, regardless of the distribution of
surpluses at the end of the war. Each party to the pact might
reasonably share the risks on the same basis as the quotas estab-
lished under the Inter-American Coffee Agreement.

As much of the stocks of this pool as could be sold would be
marketed during the transition period, but probably the greater
part would be allocated for relief purposes. If wisely executed,
such a program could lay an excellent promotional groundwork
that would pay dividends once European countries are rehabili-
tated economically and financially. It would permit prices fav-
orable to producers and not too burdensome to consumers in the
United States and would not arouse strenuous consumer objec-

10 Correspondence of Richard D. Quinlan, Chief of the Coffee Section of the BEW, and
George C. Thierbach, President of the National Coffce Association, reported in the Tea &
Coffee Trade Journal, March 1943, pp. 12, 14,

1t New York Times, Mar. 16, 1943, p. 35, reporting a letter from William B. Craig,
President of the New York Coffee and Sugar Exchange to Vico-President Henry A. Wallace,
Chbairman of the BEW. See also United States News, Mat. 26, 1943, pp. 60, 62.

t2Teq & Coffer Trade Journal, May 1943, pp. 15-16.
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tions. It would facilitate more rapid readjustments in the world
coffee situation,

Substantial parts of the coffee surpluses that may exist in
Latin America after the war are almost certain to hang over the
market for some time. It cannot now be foreseen whether Eun-
rope will on the whole be freed in piecemeal fashion so that
relief can proceed in certain areas before the war’s termination,
or whether the great bulk of it will all be freed rather suddenly.
Much commercial shipping will be needed for the transporta-
tion of food and war materials until the cessation of hostilities,
and for the transportation of urgent relief and reconstruction
materials and the repatriation of armed forces for some time
afterward. More essential foods and materials than coffee will
probably have first call on available shipping. In so far as
United States coffee stocks held in Latin America are concerned,
there is a possibility that they may in time be eliminated as a
competitive threat. If delays are extended, these stocks are likely
to be moved only after other stocks, and quality deterioration is
likely unless they are held under very favorable conditions. A
program for their disposition should be evolved now that will
prevent or quickly terminate any controversy. This may be dif-
ficult because of the obvious conflicts of interest that are in-
volved, but seems by no means impossible.

In the formulation of a program for dealing with the post-
war coffee surplus, consideration must necessarily be given to
the level of stocks that it is desirable to maintain both in pro-
ducing and in consuming countries. Determination of normal
working stocks should not be difficult. In addition to working
stocks, however, it may be desirable and feasible to set up other
categories of stocks that may contribute toward market stabiliza-
tion. Until the world has overcome its natural fears about se-
curity from further aggression, the idea of security reserves of
many foodstuffs and raw materials will probably figure promi-
nently in national and international policy discussions. Opin-
ions will vary widely over definitions of “adequate” in consid-
ering reserve stocks, but it is quite conceivable that such reserves
could be employed simultaneously in another manner. They
might become buffer stocks that would facilitate the orderly flow
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of supplies into consumption channels and contribute toward
the maintenance of market and price stability.*

The buffer-stock idea has had considerable popular appeal
and has been much discussed in connection with broad schemes
for stabilizing prices of raw materials and foodstuffs of world
importance. It has also been advocated as an important and use-
ful feature of more limited control schemes for individual com-
modities. With or without other control, the manipulation of
so-called buffer stocks is for the purpose of moderating price
fluctuations, especially extreme fluctuations resulting from sud-
den changes in demand, supply, or both. Conceivably this idea
has many practical applications; with coffee, however, it seems
less important, more difhicult of application, and perhaps not
feasible at all.

In addition to a possible shipping shortage, another factor
will tend to discourage for a time any substantial movement of
coffee from Latin America to Europe. It will be natural for
Europe to draw from colonial sources of supply in Africa both
to facilitate shipping and to provide relief for dependencies,
many of which have also suffered as the result of war disloca-
tions, If the rapidly-growing coflee industry of Africa is able
to survive the war, it may find a new stimulus during the recon-
struction period as plans are evolved for whatever new relation-
ships are to be established between European governments and
their African colonies. Similarly, there will be a natural tend-
ency to favor Asiatic colonial sources of supply if they should
be reopened soon after the war ends in Europe.

If the surplus problem is not dealt with principally through
the machinery set up under the Inter-American Coffee Agree-
ment, then justification for continuance of an agreement along
similar lines will rest heavily upon prospects that it would give
promise of achieving desirable market and price stability. There
would be a number of difficulties in attempting simultaneously
to maintain coffee prices in the United States market and to dis-

13 In this connection, see the proposals for handling bufler stocks in League of Nations,
Report of the Committee for the Study of the Problem of Raw Materials, A 21. 1937, 11. B
(Geneva, 1937), pp. 56-62; and the report of the section on Facilitation and Improvement of
Distribution in United Nations Conference on Food and Agriculture, Hot Springs, Virginia,
May 18-June 3, 1943, Final Act and Seciion Reports (Washington, D.C., 1943}, esp. pp. 59-60.



216 THE WORLD COFFEE ECONOMY

pose of surplus stocks in former European and other markets at
much lower prices. If coffee prices should be maintained at
levels comparable with those now prevailing in the United States,
it is very doubtful that postwar markets cutside the United States
would absorb very much surplus coffee in the years immediately
following hostilities. Nor is it likely that United States con-
sumers or the coffee trade would willingly continue to provide
a safe, sure, and profitable market for the bulk of Latin Ameri-
can coffee exports, while others were able to buy their coffee
requirements at very much lower prices. Some differential be-
tween coffee prices in the United States market and elsewhere
might raise no serious objections. Since a small differential
would not move much coffee, one or more of three courses are
indicated: abandonment of attempts to maintain coffee prices
in the United States, maintenance of prices at somewhat lower
levels, or disposal of surpluses by gift or destruction.

If attempts at maintaining coffee prices in the United States
were abandoned, there would be still less left for an agreement
along present lines to accomplish. Coffee prices in the United
States may not seem out of line with other food prices at the
termination of the war. However, a deflation of prices sometime
after the war seems inevitable. A lower coffee price level will
probably be needed in order to promote exports both to the
United States and to other parts of the world. If coffee producers
resist this trend, they will invite trouble; yet, in the light of ex-
perience with commodity control schemes, it seems too much to
expect a voluntary recognition of this need. Unless recognized,
however, the tendency will be for the international agreement
to break down. Real encouragement will come to those who see
potentialities in such agreements when producers deliberately
choose to stabilize prices downward in the interest of their own
long-term benefit.

There are other problems with which the coffee industry will
be confronted that will call for co-operative solution. For ex-
ample, although coffee consumption was increasing notably in
the United States during the years immediately preceding the
war, and until shipping conditions prevented the importation of
all the coffee demanded by consumers, there is no assurance that
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as soon as coffee is again plentiful the United States will resume
its former rate of consumption. Co-operative action by produc-
ers designed to revitalize the important and promising United
States market may be desirable or necessary. If coffee-pricing
policies are reasonable and if consumer incomes are not dras-
tically curtailed, there is no apparent reason why coffee con-
sumption in the United States cannot be restored to a high level.

Campaigns against adulterants to the contrary, under war-
time coffee rationing in the United States some adjustments in
consumer habits were inevitable and perhaps unavoidable. This
does not mean that many coffee drinkers will be lost from the
ranks; but their habits of consumption will have undergone some
degree of modification such as drinking less coffee, adulterating
it with “stretchers,” preparing the beverage so as to utilize a
minimum amount of ground coffee, and so on. Waste of coffee
will have been reduced to a minimum. The stimulus to coffee
consumption originally provided by placing millions of men
under arms will be largely lost, though some of those returning
will have formed coffee-drinking habits that will carry over into
civilian life. Many in the service will be overseas when the war
ends, and their return will be gradual owing to shipping limita-
tions and the necessity for maintaining armies of occupation. In
the meantime the composition of popular blends in the United
States will have undergone substantial change. All of these con-
siderations point to the desirability of joint efforts by the coffee
industry to re-establish conditions favorable to a growth of coffee
consumption.

Another responsibility of the coffee industry during the war-
peace transition pertod will be lending its support and influence
to the end that a world economic and political environment is
created that will promote rather than restrict consumption of
agricultural products generally. According to League of Na-
tions’ specialists, experience after the last war teaches that:
getting generally adopted a commercial policy designed to promote rather
than to restrict international relations as 8 whole may be jeopardized in the
first post-war months if governments fail to agree in advance upon some or-
derly process of decontrol and some financially and economically sane system

of reviving the economic life of countries impoverished by the war . . . . the
first essential for the achievement of commercial policies designed to promote
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trade, is the establishment of a mechanism for the preservation of peace so
adequate and sure as to create confidence despite antipathies or mistrust, 24

Continental Europe normally consumes the largest volume
of coffee exclusive of the United States. There is a good pros-
pect that Europe would increase its consumption far above pre-
vious levels, if public policies were te foster instead of restrict
this consumption. It is reasonable to expect that, in the process
of rebuilding Europe economically and politically, attempts will
be made to free the continent of a substantial measure of the
restrictions to trade so prevalent in the 1930’s. This would be in
line with the liberal principle of promoting the general advance
in planes of living, and it would greatly facilitate the enlarge-
ment of coffee exports to Europe. If achieved, it would ease the
problem of coping with surplus stocks held at the close of the
war, and the use of the producing capacity that was excessive in
relation to actual consumption both before and during the war.
The reduction of import trade barriers is important not only for
developing the European coffee market; it is a necessary condi-
tion for the successful functioning of international commodity
agreements in general.

Any scheme for the regulation of the world coffee industry
that might be evolved as the result of international agreement
will necessarily operate in, and be conditioned by, the postwar
economic and political environment. The coffee industry cannot
construct & new world by itself, but it can play a part. If trade
becomes freer after the war, the trend in world coffee consump-
tion can be upward, and coflee production can then expand. The
movement to reduce trade barriers is likely to center on protec-
tive tariffs and preferential treatment for colonial producers.
Even though tariffs-for-revenue are general, many prewar Euro-
pean duties were set so high that coffee was placed beyond the
reach of the masses, and therefore did not produce the maximum
revenue.

In the meantime, in addition to the length of the war and
shipping developments, production trends will influence the size
of the postwar coffee surplus. There are some who have counted

14 League of Nations, Commercial Policy in the Interwar Period: Iniernational Proposals
_ and National Policies (Geneva, 1942), pp. 156-57.
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upon smaller crops to bring adjustments in the world coffee sit-
uation. Even before the recent weather experiences in the cof-
fee-producing regions of Brazil (droughts in 1940 and 1941,
frosts in 1942), which materially affected the size of crops,
doubts were entertained about future trends in production. In
1939 it was stated:

There are many who believe that Brazil’s crops are due to shrink at a rapid
pace in the next few years. Many millions of trees have either been uprooted
or abandoned over the past seven or eight years. Cultivation has been sketchy
because of lack of funds and the need for labor for the expanded cotton and
citrus fruit production. Less fertilizer has been used and other products have

been planted between trees—as part payment to the laborers—and have drawn
from the ground certain essentials needed by the coffee trees,’s

At the 1942 convention of the National Coffee Association,
one speaker expressed his conviction that at the end of the war
the world will face a shortage of coffee. This opinion was based
upon assumptions of increased postwar demand and lowered
production capacity.’® While it is undoubtedly true that Brazilian
production is now at a considerably lower annual rate, the crops
of the past few years can hardly be termed “normal.” Substan-
tial stocks presumably will have accumulated in Brazil, if not
elsewhere in Latin America, by the end of the war. They cannot
be liquidated quickly even with a good demand. If it appears
during the transition period that world coffee production is lag-
ging, new planting can be started that will close any gap be-
tween demand and supply that may develop sometime in the
future. Indeed, new planting seems already to have started in
some of the mild coffee-producing countries under the stimulus
of favorable prices and marketing conditions; and beginning
July 1, 1943, new planting is permitted in Brazil after having
been prohibited, with certain exceptions, since 1932.

Problems of the coffee industry during the postwar transition
period will be many and varied, but they will have sufficient
elements in common to suggest the desirability of co-operative
action by agreement among producing countries in their solu-
tion. Many elements of uncertainty make speculation as to post-

18 Commeodity Year Beok, 1939, p. 306.

18 G. G, Paton, “Postwar Coffee Prospects,” Excerpes from Proceedings, Annual Conven-
tion, The National Coffee Association (Hov Springs, Va., 1942), pp. 38-39. :
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war developments at this time rather unproductive. Yet this is
not necessary if one proceeds upon assumptions involving pri-
marily an examination of potentialities rather than prospects.

REGULATION POTENTIALITIES AND PROSPECTS

In looking beyond the period of the first few years of post-
war adjustment, when the surplus problem will probably loom
largest, it is necessary to think of coffee control by international
agreement in somewhat different terms. The Inter-American
Coffee Agreement has been, and is now being, referred to loosely
as a ‘“model” for postwar international agreements for other
commodities. Official discussion envisages some evolution in
form, to be sure, but it is not at all clear how the major difficul-
ties of the world coffee industry are to be eased, let alone how
the present Coffee Agreement can serve as a guide in the formu-
lation of international controls for other foodstuffs and raw ma-
terials,

For the present and at least a few years after the war ends in
Europe, some kind of an international agreement on coffee will
undoubtedly be advantageous to Latin American producing
countries. Their interests will remain essentially the same as
they are now. The United States, however, will bave less reason
for continuing extensive subsidies to coffee producers, though
it will continue to have a strong interest in seeing that normal
conditions prevail in the world coffee market. It will also be
interested in the economic development and prosperity of Latin
American countries. At the same time, the focus of those inter-
ests will tend inevitably to become more economic and less po-
litical, as long as the United States continues to be an important
consumer of products from the south. Similarly, for many other
commodities, consumer and producer interests will tend to di-
verge, except as some products will assume greater importance
to consuming countries, temporarily at least, for reasons of se-
curity.

Because of their importance to producing countries, it may
be assumed that efforts to bring about international agreements
on commodities of world importance will continue. The partici-
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pation of consuming countries may be active or passive, depend-
ing upon circumstances and prospects of achieving desirable ob-
jectives. For coffee, it is likely to be passive; yet active par-
ticipation may be necessary to the success of a producers’ con-
trol scheme. It may also be assumed that some form of market
and price stabilization will remain the predominant interest of
producer groups, and moderate prices the primary interest of
consumers. On such assumptions the potentialities of the Inter-
American Coffee Agreement (or a modified but similar agree-
ment), or some other international agreement among world
coffee interests, may be examined.

By a modified but similar agreement is meant one that fol-
lows essentially the same principles as the present Inter-Ameri-
can Coffee Agreement, i.e., a regulation of the flow of trade by
export and import control for the purpose of stabilizing prices in
the markets concemed. Such a scheme could be more or less
inclusive in so far as producer and consumer participation or
representation is concerned. Or, the present Agreement might
be replaced by another type, i.e., one employing different basic
devices to influence prices such as production control or the
manipulation of stocks, or one having no resirictive features
and somewhat different purposes such as the broad objective of
increasing world coffee consumption. Appropriate policies and
procedures would vary considerably depending upon objectives;
and the problems of administration would be more or less diff-
cult depending upon the scope of operations contemplated, the
number of participants in the scheme, the adequacy of repre-
sentation, and so on.

The present Inter-American Coffee Agreement, or an agree-
ment on similar lines, will probably be inadequate for the post-
war period of peace. There are a number of reasons for this,
The objectives of the control scheme will necessarily be some-
what different; they are likely to continue to be market and price
stabilization but without political “relief” features. The scope
of operations will be broader with renewed access to the Euro-
pean market; the “other countries” quota will have real mean-
ing for the first time. The problems of administration, enforce-
ment, reconciliation of conflicting interests, establishment of
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appropriate policies and procedures, and so on, will all be more
complex and difficult.

The present Inter-American Coffee Agreement is probably
not sufficiently comprehensive, although it undoubtedly could
be made so without great difficulty at least from the standpoint
of producer participation. As now constituted, the Agreement
provides for the marketing of coffee in the United States and
outside the United States, but the total basic quota of 11.6
million bags for countries other than the United States has never
had practical significance. The basic quota for the United States
of 15.9 million bags (including nonsignatory countries) has
been exceeded, but the maximum amount of coffee ever imported
in any 12-month period was about 19 million bags. This maxi-
mum figure represents approximately 70 per cent of prewar
world coffee exports, but only half of prewar world production,

This lack of comprehensiveness is not quite so ominous when
it is considered that more than 85 per cent of world coffee pro-
duction is accounted for by the 14 Latin American countries
now participating in the Agreement.'"” The small but numerous
colonial producing countries of Africa, Asia, and even the Amer-
icas account for around 12 per cent of world production. But
productive capacity, especially in Africa, has shown a marked
tendency to expand during the past decade or so, and this trend
may continue. Most of these coffee-growing countries have en-
joyed advantages in the form of market and duty preferences in
the European market. British, French, Spanish, Portuguese, and
Italian colonial coffees have or had such tariff preferences; only
Belgium and the Netherlands had none. There should be no in-
herent obstacles to bringing most of the important African coffee-
growing areas within the scope of a new or medified international
regulatory agreement, especially if Great Britain is favorably
disposed. However, since the United Kingdom is not one of the
leading coffee markets, interest in supporting an international
coffee agreement might depend upon concessions to more im-
portant Empire products, tea for example, in countries where
coffee is of greater importance. Likewise, the Netherlands In-

17 In other words, the discrepancy between representation on an export and on & pro-
duction basis arises largely as the result of Brizilian stocks.
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dies have been a sufficiently important factor in the world coffee
trade not only to warrant their inclusion in a more comprehen-
sive international coffee control scheme, but perhaps to make it
essential.

Experience indicates that a near approach to comprehensive-
ness from the standpoint of export-producer representation is
essential if an ambitious control scheme is to function success-
fully over a period of years. Experience does not provide a
clue as to the necessity for consumer representation or the com-
prehensiveness of such representation. Past abuses of one kind
or another have led to a rather widespread belief that future in-
ternational commodity agreements must provide safeguards by
also including the principal consuming countries. Such repre-
sentation seems necessary to assure price policies fair to all in-
terests; yet it appears feasible in some cases and not in others.
The Inter-American Coffee Agreement represents a beginning in
this direction, and the Intemational Wheat Agreement recognizes
this need. Safeguards for consumers are unquestionably desir-
able, but the methods suggested for providing protection are
mostly untried. -

If the principal consuming countries were to be represented
in a new international agreement on coffee, they would include
France and Germany in addition to the United States, These
three countries accounted for 71 per cent of world net imports
during the years 1934-38. The next most important coffee-
importing countries were Belgium and Sweden, followed by
Italy and the Netherlands. About 82 per cent of world coffee
imports were accounted for by these seven countries. The next
four in importance add 6 per cent more. In order to have 90
per cent of world coffee-consuming interests represented, it
would be necessary to include a dozen importing countries in
the agreement. Consumer interests might be safeguarded by the
participation of the three leading importers alone, at least the
interests of consumers in those three countries might be pro-
tected, but this would not necessarily benefit small countries
that are not among the leading importing nations but are much
more important coffee users on a per capita basis. In agree-
ments involving foodstuffs or raw materials that are considered
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‘““essential” to the wellbeing of many nations, the idea of incor-
porating a plan of consumer representation is more important.
With coffee, this feature may be desirable but not necessarily
feasible.

Even under the present Agreement, which gives the United
States an important, if not in every case a dominating, voice in
policies, consumer representation is somewhat nebulous. It is
true that United -States interests are represented by a govern-
ment official who might be presumed to reflect consumer in-
terests, But the United States representative is also a member
of the State Department, the broad international interests of
which may not always coincide with those of the coffee trade
or ultimate consumers. In the process of representing the United
States as a consumer of coffee, one individual is called upon to
resolve every conflict that may arise. This may become a bur-
densome responsibility that might advantageously be shared by
representatives of the coffee trade and of consuming interests. A
group composed of such interests might well be more than ad-
visory in determining the position of the United States in Coffee
Board matters. Consumer representation, under these circum-
stances, would probably be considered *“‘adequate.”

If comprehensive consumer representation is considered
necessary as well as comprehensive producer representation, it
is apparent that an expansion of the present Agreement would
involve such a large number of participating countries as to
seriously jeopardize successful operation of the scheme. Yet
an agreement confined to the principal producing and consuming
countries would run certain risks of failure unless price and
other control objectives were set on a basis that would deprive
smaller and newer producing countries of an incentive to expand
output and that would minimize consumer resistance to an ex-
pansion of consumption. The adoption of such policies by a
control group so constituted is possible, but very difficult, be-
cause the high-cost producers would tend not to consider profit
returns adequate or participation under the circumstances ad-
vantageous.

An important feature of the Inter-American Coflee Agree-
ment is the provision whereby the United States undertakes to
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control coffee exports from Latin American countries by limit-
ing imports into the United States to predetermined quotas. In
enforcing the agreement this procedure is far more certain and
effective than any plan that might be devised for limiting the
coffee movement at its source. To make this type of control ef-
fective on a world-wide basis, however, it would be necessary
for similar arrangements o be made with other importing coun-
tries. But if the coffee trade were to be regulated by the import-
ing countries, as the United States now regulates a portion of the
trade, the task of enforcement would become just as difhcult and
complicated, if not more so, as regulation by export control from
14 Latin American countries. Because of the war it has not been
necessary to face this problem for the “other countries” quota
under the present Agreement. A comprehensive control scheme
for coffee would involve a great extension of the enforcement
machinery, and the task of designing adequate administrative
controls will not be easy. Indeed, the requisite modifications to
the present Agreement might be so numerous and extensive that
effective control would prove impracticable. If practicable, a
new agreement would differ considerably from the present one.

Aside from administrative complications, a control scheme
built around the export- and import-quota device presents other
difficulties. Although a central feature of many commodity
controls, quota arrangements often introduce elements of rigidity
in the operation of such schemes, and tend to discourage rather
than promote orderly marketing. When shipping became the
limiting factor in the movement of coffee from Latin America
to the United States, it was necessary, under the present Agree-
ment, to raise quotas to such high levels that they no longer had
any practical significance. In order to secure supplies {rom
sources having access to shipping space, the quotas for all coun-
tries had to be raised. Crop failures, civil and military dis-
turbances, or variouns devastations of nature might at some future
date cause an important interruption in the flow of coflee exports
from some areas. If it is necessary to increase the quotas for all
countries participating in the Agreement in order to augment the
supply of certain coffees, the effectiveness of quota adjustments
in stabilizing prices will be greatly impaired. Part of this
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difficulty has been overcome in the operation of the International
Tea Agreement by making rights to export iransferrable.”
One fundamental difficulty confronting any group attempt-
ing to formulate procedures and policies for an international
regulation scheme for coffee is the lack of an adequate statistical
basis for operation. This deficiency has been recognized by the
Inter-American Coffee Board and can be overcome, but it will
be difficult and require time, organization, standardization, and
the perfection of local arrangements. Wise price objectives can-
not be formulated without far more and better information on
the operations of growers, differentiation of the efficient and in-
efficient, and the changes in conditions that occur from season
to season. Nor can intelligent price policies be formulated with-
dut more accurate information on coffee production and con-
sumption. Many influences are at work tending to determine
future trends; some can be studied and measured, while others
are not clearly apparent until after the event. This has been
true, for example, with regard to changes in productive capacity.
There is need for greatly improved information upon a
number of important phases of the coffee industry and a frank
exchange of this information. Data on production, stocks, costs,
and similar matters are deficient in one way or another, Some-
times governments have been guilty of deliberately hiding or
distorting information that if generally known might have an
adverse effect on market developments. Not all producing coun-
tries will have large or small crops simultaneously, storage
problems will vary from one to another, and considerable flexi-
bility will be needed in the operation of controls within each
country. If objectives of income stability for growers are to be
achieved, obviously no broad general policy will be applicable in
detail to every producing country at the same time, The problem
will probably continue to be most acate in Brazil, where crop
variations have had the most influence upon the market. Possibly
the development of processes for using coffee industrially as a

18 The author has in process a study (schedbled to appear within coming months)
on tbe interostiona] regulstion of the world tea indusiry, which examines the vasrious
features of this agreement and appraises its operation since its inception in 1933. The
prablem of control for tea differs strikingly from that for coffee, and, for various reasons,
achievements under regulation have been substantially greater for tea than for coffee.
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plastic material (see pp. 6-7) may offer Brazil a means of im-
proving her competitive position by the diversion of the poorer
qualities into industrial channels and, at the same time, provide
a supplementary regulation of annual supplies.

Over the longer period it is reasonably certain that the
world’s coffee output will gradually become more dispersed
geographically. This may increase the difficulty of effecting an
international agreement. On the other hand, the variations
in year-to-year aggregate world coffee supplies will gradually
tend to become less marked. In so far as this is true, supply
variability will have less influence on prices, and price-stabiliz-
ing activities will to that extent be simplified.

These two observations, of course, look a considerable dis-
tance into the future, but they are made to emphasize the impor-
tance of planning any control scheme in relation to probable
future trends. Experience with controls during the interwar
period indicates how rapidly changes can occur under artificial
conditions unwisely created by the control itself. They suggest
the necessity of broadening the scope of control to include pro-
duction outside the Western Hemisphere, of giving due weight
to probable production and consumption trends, and of focusing
attention more upon expanding markets and consumption and
less upon restriction of production and exports.

Another problem in connection with the operation of any
international control scheme for coffee that has as its main pur-
pose market and price stabilization concerns the human element.
The importance of the human factor is magnified the more
comprehensive the scheme with regard to producer and possibly
consumer participation. The Inter-American Coffee Agreement
has brought Latin American coffee-producing countries together
for the first time in a successful co-operative arrangement. How-
ever, this co-operation was made easier by the willingness of the
United States to pay generously for the coffee it imported. Fur-
thermore, lessons in co-operation are frequently forgotten and
depend heavily upon the personal element. Changes in repre-
sentatives, with different personalities, often mean that the co-
operative process must be relearned and re-established. It is
reasonable to assume that the spokesmen for the important
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producing countries have been carefully selected, have been
identified with the industry over a long period of years, and
are in most cases not likely 1o be victims of a changing political
scene at home. Nevertheless, such representatives are always
subject to pressures from ultimate beneficiaries who tend to be
less farsighted and less able to appreciate the necessity for
effective readjustment and for reaching understandings. Further-
more, they reflect a variety of interests, both within the countries
they represent and outside. This always increases the difficulty
in squarely facing the important and fundamental problems
involved in control.

After reviewing some of the difficulties involved in regulation
for the world coffee industry, it becomes clear that enthusiasm
for international commedity agreements as a solution to funda-
mental problems of the world coffee industry must be consid-
erably tempered. As a means of bringing greater price stability
to coffee in the world markets over a period of years, an agree-
ment along present lines does not appear to offer great promise.
One that might accomplish this purpose would have to be more
comprehensive as to producing and possibly consuming coun-
tries, and this implies considerable evolution in enforcement
machinery. It must also be planned to operate so that the bene-
fits to producers are more definitely a stabilization of returns
over a period of years rather than larger aggregate returns.

Price policies of the control group should encourage an ex-
pansion in consumption, minimize the danger of rapid growth
of productive capacity in countries within and outside the con-
trol scheme, and tend to discourage production by the less efh-
cient growers within the scheme. Even assuming the fulfillment
of these conditions and the utmost wisdom in the broad policies
pursued, the difficulties of equitable allotment of market quotas
and of enforcement, while not unsurmountable, are nevertheless
of sufficient magnitude to suggest that, from a practical stand-
point, any international agreement for coffee must be more re-
stricted and less ambitious than agreements for some other com-
modities. The prospects for solving the world coffee industry’s
difficulties of intermittent or persistent surpluses arising from
the annual variability of coffee crops are not encouraging. This
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does not mean, however, that attempts to improve conditions
should be abandoned or discouraged. Rather, it means recog-
nizing the difficulties and obstacles and proceeding slowly with
plans that involve a realistic appraisal of the present limitations
of international agreements for coffee.

It is quite possible that regional and restricted agreements
can be so operated as to serve a very useful purpose, indirectly
contributing to market stability. From the standpoint of encour-
aging productive efficiency, agreements involving no restrictive
features are to be preferred. In effect, one can conceive of
growers with common interests pooling those interests under
co-operative marketing arrangements that would benefit all. One
may also conceive of broader agreements having as their pur-
pose such general objectives as increasing world coffee consump-
tion by propaganda, by minimizing trade barriers, and by the
improvement of trade practices. The producers of Central Amer-
ican countries and certain African colonies growing mild coflees
have more in common with each other than they have with Bra-
zilian producers. Their problems are likely to be more nearly
comparable than with those of Brazil. Unless some broad com-
prehensive scheme embracing many commodities is evolved in
the postwar period, it seems more reasonable to expect the de-
velopment of coffee controls to proceed upon much less ambitious
lines than formerly.

The Inter-American Coffee Board is a logical agency for
dealing with many problems of readjustinent that must be faced
by the coffee industry now and in the postwar period. The ma-
chinery set up under the Inter-American Coffee Agreement is
flexible enough and the powers conferred by the Agreement upon
the Board are apparently broad enough to permit the evolvement
of practical plans and programs. Failure will be due to inability
of countries participating in the pact to agree, their unwilling-
ness to co-operate, personal deficiencies of representatives on
the Board or leaders of producers or trade groups, lack of suf-
ficient foresight about actual developments in production and
consumption, or slowness in formulating plans of action.

At the termination of the war another inter-American or
international coffee agreement may conceivably facilitate the
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restoration of the world coffee market to normal by an orderly
disposition of accumulated surpluses. Contrary to present pros-
pects, the handling of surplus problems should be largely
within the scope of such an agreement. The arrangement out-
side the Inter-American Coffee Board for handling Brazilian
coffee, unshipped because of the war, is not a hopeful sign. In-
stead of the United States undertaking to purchase this coffee,
the burden preferably should have been distributed among other
producing countries who were the main beneficiaries of Brazil’s
enforced smaller participation in the United States market.
Unless, through the Board, Latin American countries are willing
to face such issues and take constructive action, it is difficult to
see how co-operation on the numerous major matters of policy
involved in stabilization activities can be forthcoming in the
absence of the artificial support or pressures now supplied by
the United States. In the postwar period any agreement de-
pendent upon United States generosity would be unsoundly
conceived and doomed to ultimate failure.

Whatever the evolution of the present Inter-American Coffee
Agreement, certain facts and factors will continue to influence
the world coffee economy. Brazilian coffees will continue to
provide the basis of widely distributed blends for some time to
come, They will remain the price coffees of world commerce.
As long as this is true, the National Coffee Department of Brazil,
or a similar organization, will undoubtedly continue to exert
a powerful influence on the world market. The producers of
mild coffees in Colombia and elsewhere will feel Brazilian com-
petition; yet they will enjoy a certain market somewhat apart,
as milds will continue to provide the chief flavor characteristics
of blends. Concemn over the possibility of postwar coffee short-
age seems premature. Statistics on tropical crops are notoriously
conservative when they are available, and there seems little
likelihood that the world’s need for coffee will not be satisfied
under conditions of strong demand and remunerative prices to
growers.

The coffee outlook is as good as the world economic outlook.
It can be better only if coffee producers are able to surmount
the many and difficult problems facing any scheme of interna-
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tional regulation that has for its main objective market and price
stabilization in the interesis of both producers and consumers.
The potentialities are great; the prospects for any lasting suc-
cess under control are, unfortunately, not at present impressive.
There is no lack of experience to point out errors that must be
avoided, but alternatives have not been proven and political con-
siderations that will inevitably be involved are not predictable.
The prospects for limited-purpose international agreements are
better. Experience gained under these may in time make pos-
gible broader, more ambitious schemes.



DOCUMENTARY APPENDIX
INTER-AMERICAN COFFEE AGREEMENT

The Governments of Brazil, Colombia, Costa Rica, Cuba, the Dominican
Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Mexico, Nica-
ragua, Peru, the United States of America and Veneczuela,

CONSIDERING

that in view of the unbalanced situation in the international trade in coffee
affecting the economy of the Western Hemisphere, it is necessary and desir-
able to take steps to promote the orderly marketing of coffee, with a view to
assuring terms of trade equitable for both producers and consumers by ad-
justing the supply to demand,

Have accordingly agreed as follows:

ARTICLE I

In order to allocate equitably the market of the United States of America
for coflee among the various coffee produeing countries, the following quotas
are adopted as basic annual quotas for the exportation of coffee to the United
States of America from the other countries participating in this Agreement:
[The tabulation is included in Table 11, p. 178.]

For the control of the quotas for the United States market, the official
import statistics compiled by the United States Department of Commerce
shall be used.

ARTICLE II

The following quotas have been adopted as basic annual quotas for the
exportation of coffee to the market outside the United States from the other
countries participating in this Agreement: [See Tabie 11, p. 178.]

ARTICLE 11l

The Inter-American Coffee Board provided for in Article IX of this Agree-
ment shall have the authority to increase or decrease the quotas for the United
States market in order to adjust supplies to estimated requirements. No such
increase or decrease shall be made oftener than once every six months nor
shall any change at any one time exceed 5 percent of the basic quotas speci-
fied in Article I. The total increase or decrease in the first quota year shall
not exceed 5 percent of such basic quotas. Any increase or decrease in the
quotas shall remain in effect until superseded by a new change in quotas,
and the quotas for any quota year shall be calculated by applying to the basic
quotas the weighted average of the changes made by the Board during the
same year. Except as provided in Articles IV, V and VII, the percentage of
each of the participating countries in the total quantity of coflee which these
countries may export to the United States market shall be maintained un-
changed.

The Board shall also have the authority to increase or decrease the export
quotas for the market outside the United States to the extent that it deems
necessary to adjust supplies to estimated requirements, maintaining un-
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changed the percentage of each of the participating eountries in the totel
quantity of coffee to be exported to that market, except as provided in Articles
IV, V and VII. Nevertheless, the Board shall not have the authority to dis-
tribute these quotas among determined countries or regions of the market
outside the United States,

ARTICLE IV

Each producing country participating in this Agreement undertakes to
limit its coffee exports to the United States of America during each quota
year, to its respective export quota.

In the event that, due to unforeseen circumstances, a country’s total ex-
ports of coffee to the United States of America exceed in any quota year its
export quota for the United States market, that quota for the following year
shall be decreased by the amount of the excess.

If any producing country participating in this Agreement has exported
in any quota year less than its quota for the United States market, the Board
may increase that country’s quota for the immediately following quota year
by an amount equal to the deficiency for the preceding guota vear, up to the
limit of 10 percent of the quota for such previous year.

The provisions of this Article shall also apply to the export quotas for
the market outside the United States.

Any exportation of cofiee to the market outside the United States which
may be lost by fire, inundation or any other accident, before arriving at
any foreign port, shall not be charged against the quota of the respective
country corresponding to the date of shipment, provided that the loss is duly
established before the Inter-American Coffee Board.

ARTICLE ¥

In view of the possibility of changes in the demand for coflee of a par-
ticular origin in the market outside the United States, the Board is em-
powered, by a two-thirds vote, to transfer, on the request of any participating
country, a part of that country’s quota for the United States market to its
quota for the market outside the United States in order to bring about a hetter
balance between supply and demand in special types of coffee. In such cases,
the Board is autherized to make up the resulting deficiency in the total quota
for the United States market by increasing the quotas of the other producing
countries participating in this agreement in proportion te their basic quotas.

ARTICLE V1

Each producing country participating in this Agreement shall take all
measures necessary on its part for the execution and operation of this Agree-
ment and shall issue for each coffee shipment an official document certifying
that the shipment is within the corresponding quota fixed in accordance with
the provisions of this Agreement.

ARTICLE vII
The Government of the United States of America shall take all measures

necessary on its part for the execution and operation of this Agreement and
shall limit, during each quota year, the entry for consumption into the United
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States of America of coffee produced in the countries listed in Article I to
the quotas as established in the said Article or as modified pursuant to other
provisions of this Agreement, it being understood that notice of any modified
quotas will be communicated by the Board to the Governments of the coun-
tries participating in this Agreement.

The Government of the United States of America also undertakes to
limit the total entry for consumption of coffee produced in countries other
than those listed in Article I of this Agreement to a basic annuzl queota of
355,000 bags of 60 kilograms net or equivalent quantities. The quota on
such coffee shall be increased or decreased by the same proportion and at the
same time as the global quota of the participating countries for the United
States market.

In the event that due to unforeseen circumstances any quota is exceeded
during any quota year, that quota for the following year shall be decreased
by the amount of the excess.

ARTICLE VIII

In the event that there should be foreseen an imminent shortage of coffee
in the United States market in relation to its requirements, the Inter-American
Coffee Board shall have the authority, as an emergency measure, to increase
the quotas for the United States market, in proportion to the basic quotas, up
to the quantity necessary to satisfy these requirements even though in this
manner the limits specified in Article III may be exceeded. Any member of
the Board may request such an increase and the increase may be authorized
by a one-third vote of the Board.

When, owing to special circumstances, it may be necessary for the pur-
poses of the present Agreement to reduce the quotas for the United States
market by a percentage greater than that established in Artiele 111, the Inter-
American Coffee Board shall also have the authority to exceed the percentage
of reduction beyond the limits established by the said Article 1II, provided
that this is approved by the unanimous vote of the Board.

ARTICLE IX

The present Agreement shall be under the administration of a Board,
which shall be known as the “Inter-American Coffee Board”, and which shall
be composed of delegates representing the Governments of the participating
countries,

Each Government shall appoint a delegate to the Board upon approval
of the Agreement. In the absence of the delegate of any participating coun-
try, his Government shall appoint an alternate who shall act in place of the
delegate. Subsequent appointments shalf be communicated by the respective
Governments to the Chairman of the Board.

The Board shall elect irom among its members a Chairman and a Vice
Chairman who shall hold office for such period as it may determine.

The seat of the Board shall be in Washington, D.C.

ARTICLE X

The Board shall have the following powers and duties in addition te
those specifically set forth in other Articles of this Agreement:
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{a) The general administration of the present Agreement;

(5) To appoint any employees that it may consider necessary and de-
termine their powers, duties, compensation and duration of employment;

(¢} To appoint an Executive Committee and such other permanent or
temporary committees as it considers advisable, and to determine their func-
tions and duties;

(d) To approve gn annual budget of expenses and fix the amount to be
contributed by each participating Government, in accordance with the prin-
ciples laid down in Article XII1;

(e) To seek such information as it may deem necessary to the proper
operation and administration of this Agreement; and to publish such infor-
mation as it may consider desirable;

(f) To make an annual report covering all of its activities and any other
matters of interest in connection with this Agreement at the end of each
quota year. This report shall be transmitted to each of the participating gov-
ernments.

ARTICLE X]

The Board shall undertske, as soon as possible, a study of the problem
of coffee surpluses in the producing countries participating in this Agreement,
and shall also take appropriate steps with a view to working out satisfactory
methods of financing the storage of such surpluses in cases where such ac-
tion is urgently needed to stabilize the coffee industry. Upon request, the
Board shall assist and advise any participating Government which may desire
to negotiate loans in connection with the operation of this Agreement. The
Board is also authorized to render assistance in matters relating to the classi-
fication, storage and handling of coffee.

ARTICLE XII

The Board shall appoint a Secretary and take all other necessary meas-
ures to establish a Secretariat which shall be entirely free and independent
of any other national or international organization or institution.

ARTICLE X111

The expenses of delegates to the Board shall be defrayed by their re-
spective Governments, All other expenses necessary for the administration of
the present Agreement, including those of the Secretariat, shall be met by
annual contributions of the Governments of the participating countries. The
total amount, manner and time of payment shall be determined by the Board
by & majority of not less than two-thirds of the votes. The contribution of
each Government shall be proportionate to the total of its respective basic
quotas, except that the Government of the United States of America will
accept as its contribution an amount equal to 33-1/3 percent of the total
required contribution.

ARTICLE XIv

Regular meetings of the Board shall be held on the first Tuesday of Jan-
uary, April, July and October. Special meetings shall be called by the
Chairman at any other time at his discretion, or upon written request of
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delegates representing not less than five of the participating Governments, or
fifteen percent of the quotas specified in Article 1, or one third of the votes
established in Article XV. Notice of all special meetings shall be communi.
cated to the delegates not less than three days before the date fixed for the
meecting.

The presence of delegates representing net less than 75 percent of the
total votes of all the participating Governments shall be necessary to con-
stitute a quorum for a meeting. Any participating Government may, through
its delegate, by written notice to the Chairman, appeint the delegate of an-
other participating Government to represent it and to vote on its hehalf at
any meeting of the Board.

Except as otherwise provided in this Agreement, decisions of the Board
shall be taken by a simple majarity of the votes, it being understood that,
in every case, the computation shall be calculated on the basis of the total
votes of all the participating Governments.

ARTICLE XV

The votes to be exercised by the delegates of the participating Govern-
ments shall be as follows: [Herein follows a tabulation shewing the division
of a total of 36 vetes as follows: United States, 12; Brazil, 9; Colombia, 3;
and all other countries, one each.]

ARTICLE XVI

The official reports of the Board to the participating Governments shall
be written in the four official languages of the Pan American Union.

ARTICLE XVII

The participating Governments agree to maintain, in so far as possible,
the normal and usual operation of the coffee trade.

ARTICLE XVIII

The Board is authorized to appoint advisory committees in the important
markets, to the end that consumers, importers and distributors of green and
roasted coffee, as well as other interested persons, may be given an oppor-
tunity to express their views concerning the operation of the program estab-
lished under this Agreement.

ARTICLE XIX

If the delegate of any participating Government alleges that any partici-
pating Government has failed to comply with the obligations of the present
Agreement, the Board shall decide whether any infringement of the Agree-
ment has taken place, and, if so, what measure shall be recommended to
correct the situation arising therefrom.

ARTICLE XX

The present Agreement shall be deposited with the Pan American Union
at Washington, which shall transmit authentic certified copies thereof to the
signatory Governments.

The Agreement shall be ratified or approved by each of the signatory
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Governments in accordance with its legal requirements and shall come inte
force when the instruments of ratification or approval of all the signatory
Governments have been deposited with the Pan American Union. As soon as
possible after the deposit of any ratification the Pan American Union shall
inform each of the signatory Governments thereof.

If, within ninety days from the date of signature of this Agreement, the
instruments of ratification or approval of all the signatory Governments have
not been deposited, the Governments which have deposited their instruments
of ratification or approval may put the Agreement into force among them-
selves by means of a Protocol. Such Protocol shall be deposited with the
Pan American Union, which shall furnish certified copies thereof to each of
the Governments on behalf of which the Protocol or the present Agreement
was sighed.

ARTICLE XX1

As long as the present Agreement remains in force, it shall prevail over
provisions inconsistent therewith which may be contained in any other agree-
ment previously concluded between any of the participating Governments.
Upon the termination of the present Agreement, all the provisions which may
have been temporarily suspended by virtue of this Agreement shall auto-
matically again become operative unless they have been definitively termi-
nated for other reasons.

ARTICLE XXII

The present Agreement shall apply, on the part of the United States of
America, to the customs territory of the United States. Exports to the United
States of America and quotas for the United States market shall be under-
stood to refer to the customs territory of the United States.

ARTICLE XX

For the purpose of this Agreement the following definitions are adopted:

(1) “Quota year” means the period of twelve months beginning Octo-
ber 1, and ending September 30 of the fellowing calendar year.

(2) “Producing countries participating in this Agreement” means all
participating countries except the United States of America.

(3) *The Board” means the Inter-American Coflee Board provided for
in Article IX.

ARTICLE XXIV¥

Subject to the eventuality covered by Article XXV, the present Agree-
ment shall remain in force until October 1, 1943.

Not less than one year prior to October 1, 1943 the Board shall make
recommendations to the participating Governments as to the continustion
or otherwise of the Agreement. The recommendations, if in favor of contin-
uation, may suggest amendments to the Agreement.

Each patticipating Government shall signify to the Board its acceptance
or rejection of the recommendations referred to in the immediately preced-
ing paragraph within six months after the date of the receipt of such recom-
mendations. This period may be extended by the Board.
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If said recommendations are accepted hy all the participating Govern-
ments, the participating Governments undertake to take such measures as
may be necessary to carry out said recommendations. The Board shall draw
up a declaration certifying the terms of said recommendations and their
acceptance by all the participating Governments, and the present Agreement
shall be deemed to be amended in accordance with this declaration as from
the date specified therein. A certified copy of the declaration together with a
certified copy of the Agreement as amended shall be communicated to the
Pan American Union and to each of the participating Governments.

The same procedure for making amendments or for the continuation of
the Agreement may be followed at any other time.

ARTICLE XXV

Any of the participating Governments may withdraw from the present
Agreement after prior notification of one year to the Pan American Union
which shall promptly inform the Board. If one or more participating Gov-
ernments representing 20 percent or more of the total quotas specified in
Article I of this Agreement withdraw therefrom, the Agreement will thereupon
terminate.

ARTICLE XXVI

In the event that because of special and extraordinary circumstances the
Board should believe that the period fixed by Article XXIV for the duration
of this Agreement might be reduced, it shall immediately notify all the par-
ticipating Governments which, by wnanimous agreement, may decide to
terminate this Agreement prior to October 1, 1943.

TRANSITORY ARTICLE

All coffee entered for consumption inte the United States of America
between October 1, 1940 and September 30, 1941, both inclusive, shall be
charged against the quotas for the first quota year.

All coffee exported to the market outside the United States between
October 1, 1940 and September 30, 1941, both inclusive, shall be charged
against the quotas for the first quota year.

Done at the City of Washington, in English, Spanish, Portuguese and
French, the twenty-eighth day of November, 1940.
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TasLg [——WonrLp PropucTtion, ConsumptioN, VISIBLE SUPPLY, AND PRICE

ofF CoFFEE, ANNUALLY, 1890-1924%*

Production ' Price
World World Rio |Average
“con- visible | No. 7 ivalee of
Marketing Other | sump- Calendar aupply | (New | mllreis
Years World | Brazil in;it:: tion”* Year June 30 York)
o (Mition (Cents| (U.S8.
(M illion bogs of 60 kg.) baps) perldb.)| cents)
1889-90...... 8.4 4.4 4.0 | 10.3 [ 1890 ....... 2.4 17.9 | 45.76
1890-91...... 9.3 5.5 | 3.8 | 10.0 | 1891....... 1.9  16.7 [ 30.23
1801-92...... 11.9 7.7 4.2 | 11.0 | 1892....... 3.0 ‘ 14.3 | 24.40
1892-93...... 11.3 6.5 | 4.7 | 11.3 | 1833....... 3.2 17.2 |22.88
1893-94...... 9.4 5.0 | 4.4 | 10.6 | 1894 ....... 2.2 16.5 120.47
Average 0.1 5.8 4.2 | 10.6 Average.! 2.5  16.5 i 28.75
1894-95...... 11.8 7.2 4.5 | 11.1 | 1895....... 3.1 15.9 | 20.15
1895-96. ... .. 10.4 6.6 4.4 ; 11,0 [1896....... 2.5 112.3 118.38
1896-97...... 13.9 | 9.3 4.6 | 12.4 | 1837 ....... 4.0 7.9 | 15.65
1897-98...... 16.0 | 11.2 | 4.8 | 14.6 | 1898....... 5.4 6.3 ;14.58
1898-99...... 13.7 9.3 | 4.4 | 13.0 | 1899....... 6.2 6.0 | 15.08
Average..; 18.2 8.6 | 4.5 | 12.% Average.| 4$.2 9.7 116.77
1899-00. ..... 13.8| 9.4 4.4 | 14.3 |1200....... 5.7 8.2 |19.27
1900-01...... 15.1 | 11.3 | 3.8 | 14.0 | 1901....... 6.8 6.5 | 23.07
190102, ..... 19.8  16.1 | 3.6 | 15.3 | 1902....... 11.3 5.9 |24.27
1902-03...... 16.7 | 12.9 | 3.7 | 16.1 | I803....... 11.9 5.6 |24.34
1903-04. .. ... 16.0 | 11.1 ; 4.9 | 15.6 | 1904....... 1231 7.8 :24.78
Average..| 16.83 | 13.2 : 4.1 | 15.1 Average., 9.6 6.8 23.15
1904-05. ..... 14.4 | 10.5 | 3.9 | 15.5 | 1905.. 4112 8.3 ! 32.23
1905-06. ..... 14.8 ] 10.8 | 3.9 | 16.3 [1906....... 9.7 8.1 |32.80
1906~07...... 23.8 1 20,2 3.6 | 17.1 | 1907....... 16.4 6.6 | 31.05
1907-08. ..... 149 11.0 | 3.9 | 17.1 [ 1908....... 14.1 6.3 | 30.74
1908-09...... 16.9 | 12.9 | 4.0 | 18.2 | 1909....... 12.8 7.8 130.71
Average..) 17.0 | 13.1 | 2.9 | 16.8 Average. 12.8 | 7.4 |81.51

* Production, consumption, and visible supply figures of E. Laneuville from Brazil, De-
partamento Nacienal do Café, Anudrio Estatistice 1938 (5th ed.), facing p. 264 prices from
U.S. Dept. Labor, Bur. Labor Stat., Wholesale Prices, 1890 to 1926 (Bull. 444, July 1927),
pp. 82-83; exchange rates for 1890-99 from Brazil, Tnstituto Nacional de Estavistica, dnudrio
Estatistico do Brasil, 1937, p. 855, converted from British pence to U.S. cents at $.02028, and
for 1900-249 from J. R. Mood, Handbook of Foreign Currency and Exchange (U.S. Dept.

Comm., Trade Prom. Ser. 102, 1930), p. 25.

® Crop harvested in 1889 and marketed between July 1, 1889 and June 30 of 1890; etc.
¥ Deliveries in importing countries; more accurately *“absorption.”
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TasLe I (Concluded)
Production 1 Price
World World Rio [Average
‘“‘eon- visibla No, 7 |[value of
Marketing Other | sump- Calendar supply (New | milreis
years world { Brazil c;;z; tion'* Year Jupe 30 York)
vy (Miition' (Cents| (U5,
(Millign bags of 60 kg.) bags)  perlb.)! cents)
1909-10...... 19.1 ° 15.3 | 8.8 | 18.2 [1910....... 18.7 9.5 |32.47
1916-11...... 14.5 J‘ 10.8 | 3.7 [17.2 | 1911 ....... 11.1 ! 13.4 | 32.28
1911-12....... 17.4 | 13.0 | 4.3 | 17.5 | 1912 ....... 11.0 I 14.6 ' 32.36
1912-13...... 16.4 | 12.1 , 4.3 | 17.1 | 1913 ....... 10.3 | 11.1 ! 32.16
1913-14....., 19.6 | 14.5 1 5.1 | 18.6 | 1914....... 11.3 ‘ 8.2 129.26
Average..| 17.4 ‘ 8.1 4.2 | 17.7 Average.! 11.5 { 11.4 [ 81.71
1914-15...... 17.9 13.5 | 4.4 | 21.7 | 1915....... 7.5 1.5 (24,67
1915-16...... 20.8 16.0 | 4.8 [ 21.2 [ 1916....... 7.1 9.2
1916-17...... 16.7 ; 12.7 | 4.0 | 16.0 | 1917 ....... 7.8 . 9.3 12501
1917-18...... 18.8 : 15.8 | 3.0 | 14.8 | 1918 ....... 11.8 . 9.4 125.34
1918-19....... 14.2 9.7 4.5 | 16.0 | 1919 ,...... 10.6 . 17.9 | 26.7T4
Average..| 17.7 | 18.5 41 | 17.9 | Average.. 8.8  10.7 Fes.os
1919-20...... 15.2 7.5 . 7.7 18,5 | 1920....... 6.7 ' 12.0 r22 51
1920-21...... 203 | 14.5° 5.8 | 18.5 |1921....... 8.5 7.2 13.12
i921-22...... 19.8 | 12.9 ) 6.9 | 19.7 | 1922 ...... ; 8.6 10.3 | 12.95
1922-23...... 15.9 | 10.2 | 6.7 | 19.2 ;1923 .......1 5.3 | 11.5 | 10.23
1923-24...... 21.7 1 149 | 8.9 | 22.0 {1924 ....... | 5.0 | 16.8 |10.94
|
Average..! 18.6 | 12.0 ° 6.6 } 19.6 Average.. 6.8 | 11.6 13.95
i i !




TanLe II.—Propuction oF PrinciraL CoFree-Probucing CouNTRIEs, MARKETING YEARS 1619-20 TO 1939-40%

Thousand bags ot 60 kg.

Per cent of world total

191520 | 192475 | 1929-30 | 108435 1919-20 | 1024-95 | 1020-80 | 198435
Aren to to to to o to to to

1923-24 | 1028-29 | 1933-34 | 1938-89 | 1089-40% | 1023-24 | 1028-90 | 198334 | 1088-39 | 1UNO-40e

AVETALE | AVETRED IVBI'B“; AVETBES | AVATAEO | AVAra&ge | AYOIAEE | AVErAgd
World total ..oo.oviiniir it 20,410 | 28,606 | 37,860 3?.867}37.782 100.0 | 100.0 | 100.0 | 100.0 | 100.0
South Ameriea .....c.cvvievivvriiiinscninnses 15,040 21;621[29.633 28,347:27,832| 73.7 ! 5.6 | 783 4.9 | 73.7
Brazil...oiveri it ban e 11,989 | 17,327 | 24,519 | 22.441 | 22,067 58.7 . 60.6 &64.8 | 59.3; bB.4
Colombia......coovviiiviiniininiiiiiiaias 1,966 2,830 3,545( 4,154 4,450| 9.5 9.9 94 11.0| 11.8
R 1 1A L) U PN 806 1,093 940 988 800 4.0 3.8 2.5 2.6 2.1
D 2T % 1 160 203 395 400 .8 g0 1.0 1.1
) Orel 1 V1 L2 7 SR 77 169 134 238 215 4 A .3 .6 .6
18179071 PPN 42 59 100 126 300 2 .2 3 3 .8
Central America, Mexico, and West Indies...| 3,615| 4.016| 4.389| 4,898| 4,933| 17.7, 14.0 | 11.6| 12.9| 13.1
El SBIVAJOT o oiiviveinrriincnraranrnrearares 666 748 1,000, 1,013| 1.117 3.3 26| 2.6 2.7 3.0
L EIITN 751 110 L 725 761 749 919 917 3.5 2.7 2.0 2.4 2.4
. (254 112 FU 647 627, 635 T14| 88| 3.2| 220 1.7, 1.8| 238
L1 ¢ T 200 320 416 520 533 1.0 1.1 1.1 1.4 1.4
5 €% P A 500 550 532 441 201 2.4 1.9 1.4 1.1 N
Costh Rica ..oovveinieiiviiinininneiaraanss 250 295 373 391 400 1.2, 1.0 1.0 1.2 1.1
Dominicanr Republie................... .00 25 202 284 396 350 1 T g 1.0 .9
NICATAZUR .. cvouvvrvrncraseneraccaaransnnness 204 231 225 249 255 1.0 .8 .6 .6 q
(103 7 T4 A 398 282 175 255 218 2.0 1.0 .5 i .6

4 4
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7. % & o (1 - e

British East Africh.......oviivnririiininas
Italian East Africa...........coooiiiiniiinnn
French Afriea .........coiiiiiniiiiiianin
Belgian Congo.......ccciviiiiiiaiiiiaiananas
ANEOlA.. . i bt e s
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61
54
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® Data from Brazil, Departamento Nacional do Café, Anudrie Eytatistica do Café

two-year averages are shown above.

 Data from International Institute of Agriculture, International Yearbook of Agriculrural Statistics, 1940-41, pp. 85-87. Data arc preliminary and

otherwise not strictly comparable with eatlier years.

., 193940, pp. 5-11. In the absence of production estimates, ex-
ports have been used far certain countries in some years. ln other cases where one or more years were missing in the source cited, four-, three., or
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TasLg III.—WorLp Exports oF Corree pY CHiEF EXPORTERS, 190941*
(Thousand bags of 60 kg.)

Area 1000-13 | 1914-18 | 101923 l 1924~28 | 1929-33 | 1634-38 I
AVErage | AVArage | AVErage | Average | Average | average 1939 1640 1941%
World total . ... e 18,116 | 17,695 | 20,559 | 22,949 | 25,207 | 27,021 - ves
South Amerlea ........coiiviiiiiiiirriaeinnnnins 14,333 | 13,906 | 15,669 | 17,440 | 19,131 | 19,552 | 20,970 | 17,287
Brazil. ... e e 12,642 111,882 12,799 | 14,091 | 14,963 | 14,579 | 16,498 | 12,007 | 11,055
Colombia..........oovvviiivennnnn, Peabiriseras 714 1,116 1,863 2,327 3,111 | 3,831 3,702 | 4,426 2,912
Venezuela.......... ..., 843 843 898 861 836 794 456 479 730
Other. .. i it i T4 64 109 161 221 348 314 285 .o
Central Argerica, Mexico, and West Indies...... 2,784 | 2,789 | 2,902 | 3,250 | 3,463 | 3,764 | 3,864
El Salvador 478 578 615 736 853 803 930 842 687
Guatemsals................ 633 650 718 753 728 788 732 692 696
B £ o 366 360° 289 395 497 608 584 429 464
5 =1 ) 3 S .. 499 406 565 552 514 463 488 270 463
Costa RiCB. «.ocevviiviiii i it eas 215 235 237 289 375 387 337 289~ 351
Niearagua ....coovviiiiiir i iirinianieiiarnnonsns 155 167 195 252 220 255 290 255 209
Other. ... e 438 393 283 282 276 360 503 . s

e
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Afriea ... et . 182 195 417 647 | 1,154 | 2.029 ‘e .
British East Africa..............c.oiiiiv it 3z 55 1867 193 46 684 848 ves .
Belgian Congo....oooviivaiiaraininerananianns 0 1 2 5 63 258 332 e -
Angola........ rrertariaia, e eeaeeereraare, 79 67 105 169 180 251 346 283 .
Somali coast®................ e eaaa 54 62, 80 201 266 209 e
Other French Afriea..................... Ceinean 4 8 28 64 187 594 vee vee vee
Other Africa. ..o iinvi it e it iinntannins . 13 2 16 15 12 K] s ees ver
Asta ...l e, e Cereees 783 771 1,531 1,558, 1,472, 1,583} 1,311
Netherlands Indies .........-ccvuveen.-. RPN 401 46| 1,077 1,360 | 1,300} 1,409 | 1,091 es
& (T 5 7 % 210 193 194 163 144 146 188 . ven
L0157 o 172 132 260 35 28 H 32 e eee
Oceania..........ccocvvivnnnss e e M 35 40 45 77 87 76 var

¢ Dara for 1909-23 from M. L. Bynum, The World's Exports of Cofice (11.S. Dept. Comm., Trade Prom. Ser. 110, 1930), pp. 10-11; for 192440
from successive lssues of frrernctiongl Yearbook of Agricultural Stafistics, which give net exports of net exporting countries. These two series are not
strictly comparable, but totals diffier by 1.5 per cent or less in overlapping periods. Daia are for calendar ycars as far as possible. Totals have been
adjusted to secure data for the same period throughout. Dots (...) indicate that data are not available.

* From Coffec Statistics (Pan-American Coffee Bureau), Release No. 7, January-June 1942, pp. 24-25.

® Four-year average. ¢ Transit trade from Ethiopia.
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Taere IV.—NEer IMrorTs oF CoFFEE INTO PrINCIPAL WORLD
MarketTs, 1909-39*

(Thousand bags of 60 kg.)

Area 1903-13 | 1914-18 | 1919-23 | 1924-28 | 1929-33 | 193438

aAverage| AVerage' Average nvarage. AVErage | Avarage 1939

World total.......... 17,554 | 16,040 | 19,830 | 22,134 | 24,907 | 26,534 | 29,184
United States........ 6,828 | 8,364 ' 9,682 | 10,546 | 11,834 | 13,089 | 15,083
Eurcpe .......oouv.n.. 9,591 | 6375 | 8723 | 9,870 1 11,268 11,503 | 11,667
United Kingdom...| 174| 494; 200] 26| 301! <236( 295

FIance .......o..... 1.862 | 2364 28611 2,724 | 3.087¢ 3,077! 1,727

Germany........... 3,018 ven 9224 1,698 2,387 1 2,762 | 1,552

Czechoslovakia. . ... . 188 | 223 222 188) ...

Belgium............ 592 ... B41| e6L| 7IZj 82| 907

Netherlands........ 715 285| 604 602| 658| 5990 666

Sweden............. 56| 401| 668| 689 738 801! 934

Denmark........... 253| 234! 378| 398| 447! 466 661

Finland............. 217 123 191 | 9275| 278 33| 440

NOTWEY «vvrneerns.. 219| 246| 303| 280| 250 294 | 353

THRLY «oeeneenee. 438 12| 701] 7s4°  720| 61| 847

Spain.. ..., 222| 267| 354! 359| 898| 4077 ...

Switzerland........ 190 | 212 203 215 26| 261 369

Other Furope...... 1,129 |- 1,037 509 7 41 630

Other countries ...... 1,135 | 1,300 1425 | 1L718( 1,805 1942 | 2,434
Canada............. 106 126 156{ 18t 232{ 283| 331

Argentina.......... 213| 282| 316| 392| 380, 380 418

Algeria............. 126 | 124 143 | 155( 221] 244 123/

Union of S, Africa.] 1991 2431 205| 217! 215] 237 288

All other........... 491 526 605| 773 757 7981 ...

* Data for 1909-23 from M. L. Bynum, fnternational Trade in Coffee (U.S. Dept. Comm,,
Trade Prom. Ser. 37, 1926), pp. 34-35; for 1924-39 {rom successive issues of International
Yeartook of Agricultural Statistics, which give net imports of net importing countries; and
for the United States, from Statistical Abstract of the United States 1941, p. TT1. Data are
for calendar years as far as possible. Totals have been adjusted to secure data for the
same couniries throgghout, with the exception of Europe, 1914-18. The subgroup *‘other
Europe” included different areas prior to 1918; hence data are mo! ¢omparable with those
for later years. Dots (...) indicate that dats are not available.

* International Institute of Agriculture estimate.

¥ Eight monihs.

¢ Seven months, Januaty—July.

4 Four-year average.

* Two-year average.

f Six montha.
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TasLe V.—Corree ExporTs rrRoM BraziL anp OTHer COUNTRIES, AND
ImporTs INTO THE UNITED STATES, EUROPE, AND OTHER

(Thousand bags of 60 kg.}

COoUNTRIES, ANNUALLY FROM 1913%

Exports Importe
Calendar
Year Other United REurope Other

World Brazll | couniries ] World States |(incl U.K.)| couniries
1913........ 19,333 13,268 | 6.065 | 17.647 6,507 9,961 | 1,17%
1914........ 17,668 | 11.270 6,398 | 14,416 7,519 | 5,820 | 1,077
1915........ 23,152 | 17.061 6.091 | 17,078 7,993 7.827 | 1,258
1916........ 19,095 | 13,039 6,056 | 17,279 8,046 | 7,512 | 1,221
9i7........ 16,094 | 10,606 5,488 | 16,490 9.580 { 5,521 | 1,389
1918........ 12,465 7,433 5,032 | 14,938 8,184 | 5,195 | 1,559
1919........ 22,322 | 12,963 9,359 | 20,213 9,457 9,574 | 1,182
1920........ 18,087 | 11,525 6,062 | 18,461 9,431 7,823 | 1,507
921........ 19,831 | 12.369 7.562 | 20,277 9,875 | 9,016 ; 1,38
1922......., 20,419 | 12,673 7,746 | 19,540 9,192 ) 8,932 | 1,416
1923........ 22,038 | 14,466 | 7.572 | 20,657 | 10.457 8,570 | 1,630
1924, ....... 22,685 | 14,226 | 8,450 | 21,405 | 10,467 | 9.258 | 1,680
1925........ 21,361 | 13,482 7,879 1 20,745 9,524 | 9,628 | 1,593
1926........ 22,647 | 13.751 8,806 | 22,346 | 11,105 | 9,538 | 1,703
1927........ 24,060 | 15,115 8,945 ; 22,949 | 10,736 | 10,335 | 1,878
1928........ 23,990 | 13,881 | 10,109 | 23,226 | 10,808 | 10,588 | 1,740
1929. ....... 23,865 | 14,281 9,584 | 23,862 | 11,107 | 10,837 | 1,918
1930........ | 25,762 | 15,288 | 10,474 | 25,395 | 11,873 | 11,552 | 1,970
1931........ 27,938 + 17,851 | 10,082 | 26,939 | 13,073 | 12,076 | 1,790
1932........ 22,606 | 11,935 | 10,671 | 23,753 | 11,226 | 10,927 | 1,600
1933........ 26,320 | 15,459 | 10,861 | 24,588 | 11,893 | 10,950 | 1,745
1934........ 25,212 | 14,147 | 11.065 | 23,957 | 11,431 | 10,888 | 1,638
1935........ 27,013 | 15,329 | 11,884 | 26.327 ! 13,189 | 11,248 | 1,830
1936, ......, 27.623 : 14,185 | 13,438 | 26,228 | 13.091 | 11,185 1,952
W3, 23,253 | 12,123 | 13,130 | 26,396 @ 12,786 | 11,382 | 2,028
1938........ 30,002 | 17,112 | 12,890 | 29,763 | 14,950 | 12,613 | 2,200
1939, ..ol oeeels 16,498 | ...... 29,184 15,083 | 11,667°1 2.434
1940% .. ... ..., 12,097 | ...... 21,688 | 15,427 4,167°| 2,094
1941........0 ..., 11,05 | covnvs | eeenee 117,037 0 Lol ]| e

17,087 |

* Data from sources indicated in Appendix Tables III and IV. Dots (...) indicate that
data are not available.

* International Institute of Agriculture estimate.
* Preliminary.



TaeLE VI.—FacTors ix THE WoRLD CoFFEE SITUATION, 1920-41%

Productlon “Con- Btocks Pricos
BUMp- Cofles Average
Brazil tion'’ de- || Wholasale (N.Y.) value
Marketing Othert Calendar (world World stroyed Retall of
Fear Worldt San Other | coun- year net im- | T'otal | vieible |Interfor o Hantos | Manl- |roasted| milreis
Total | Paulo | states { trlea ports) supply | Brazll | Brazit || No. 4 | zales | ([.B.) —
(Million bags of 60 kg.) (Million bags of 60 kg.) (Uents per 1D.) e(m'u')
1019-20..... 4.0 7.5 ] 42| 3.3 6.5 | 1920....... 185 79| 7.9 19.0 | 21.5 | 47.0 | 22.5
1920-21..... 224 | 145 10.2 | 4.3 7.9 | 1921....... 2.3 89 8.9 e 10.4 | 15.6 | 36.3 | 13.1
1921-22..... 20.7 | 12.9 | B.2 | 4.7 7.8 01922, ...... 19.5 | 8.7 | 8.7 ‘e 14.3 | 17.4 | 36.1 | 13.0
1922-23..... 18.3 | 10.2 7.0 3.2 B.1 || 1923....... 20.7 591 5.9 14.8 | 18.8 | 36.9 | 10.2
1923-24..... 24.2 | 14.9 1 10.4 | 4.5 9.3 | 1924....... 21.4 7.7 4.9 2.8 21.3 | 25.5 | 42.6 | 10.9
Average..| 19.9 | 12.0 } 8.0 | 4.0 7.9 Average.| 20.1 7.8 7.8 16.0 | 19.8 | 89.8 | 13.9
1924-25..... 24.3 | 14.6 | 9.2 | 5.4 9.7 1 1925....... 2.7 7.9 5.1 2.8 24.5 | 27.9 | 50.4 | 12.2
192526 ..... 26.6 ! 15.5 | 10.1 | 5.4 [ 11.1 | 1926....... 2.3 9.1 4.6 4.5 22,3 128,51 50.2 | 14.4
1926 27 ..... 26.4 | 15,8 | 9.9 5.9 | 10.6 | 1927....... 229|114 4.6 6.8 18.7 | 25.1 | 47.4 | 11.9
1927-28..... 89.4 | 27.1 | 18.0 9.1 12.3 || 1928....... 23.2 | 18.7 5.2 13.5 23.2 | 21.3 | 48.2 ' 12.0 -
1928-25. ... 26.1 ) 13.6| 8.8 | 4.8 | 12.5 || 1929....... 23.9 | 18.6 | 5.2 | 13.4 22.1 | 22.8 ) 47.9 | 11.8
Average..| 28.5 | 17.8 | 11.2 | 6.1 | 11.2 Average.| 22.6 | 18.1 | 4.9 8.2 22.2 | 26.3 | 48.8 | 12.4
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1929-30 ..... 40.8 ( 28.2 | 19.5 | 8.7 | 12.6 | 1930....... 25.4 | 30.3 | 5.3 | 25.0 13.2 | 17.2 | 39.5 | 10.7
1930-31..... 29.4 | 16.6 | 10.1 | 6.5 | 12.8 || 1931....... 26.9 | 32.5| 6.3 | 262 2.8} 87 |156 328 7.0
1931-32..... 41.3 | 28.3 | 18.7 | 9.6 | 13.0 | 1932....... 23.8 | 83.5 | 5.5 | 28.6| 9.3)110.7 (11.4 | 29.4| 7.1
1932-33..... 34.0 | 19.8 | 15.0 | 4.8 | 14.2 | 1933....... 246 | 253 | 6.3 | 19.0 | 13.9| 9.3 | 105 26.4 | 8.0
1933-34..... 42,9 1 29.6 | 21.8 | 7.8 | 13.3 | 1934....... 240 |1 26,2 7.9 | 183 | 8.2 11.2 | 13.7 | 26.9 | 8.4

Average..| 37.7 | 2.5 | 17.0 ¢ 7.5 | 13.2 Average.| 24.9 | 29.6 | 6.8 | 28.8 | 8.6 10.6 | 18.7 | 81.0 | 8.2
1934-35 ..... 316182 | 1.7 | 6.5 | 13.3 || 1935.......) 26.3 | 25,9 | 7.4 | 185 | 1.7 8.9 | 103 5 25.7 8.3
1935-36 .. ... 36.56 {1209 | 13.5| 7.4 | 15.6 || 1936....... 6.2 120.2: 7.9 |21.3| 3.7 9.5 /11.3 | 24.3| 8.6
1936-37 ... 42.6 | 26.4 1 17.8 | B.6 | 16.2 || 1937....... 26.4 | 317 | 7.7 | 24.0|17.2 | 11.1 [ 11.6 | 25.5 | 8.6
1937-38 ..... 38.6 | 23.5 | 1569 | 7.6 ! 15.1 || 1038....... 2981 .., | 7.4 ... | &0 7.8 |11.0 ) 2.2 58
1938-39 ..... 37.8 | 23.1¢| 15,6 | 7.6 | 14.7 (| 1939....... 29.2 8.0 3.5 7.5 | 11.8  22.5 | 6.0

Average..| $7.4 | 22.f | 1.9 | 7.5 | 5.0 Average.| 27.6 7.7 6.8 9.0 11.2 | 22| 7.5
193940 ..... 37.6°° 21.9¢| 15.8%| 6.1 | 15.7%| 1940......, 2.7 4,0° 28 72! 84| 21.2 6.1
194041 ..... | 36.7°) 20,9+ 14.0¢| 6.0° | 15.8") 1941....... 4.1° 3.4 | 11.4 | 15.0 ' 23.6 | 6.1

* Data on ptoduction and “conswmption” from sources indicated in Appendix Tables II and IV; stocks (monthly averages) and destruction from
text Table 10; prices from text Table 3, Federacion Nacional de Cafeteros de Colombia, and 1).5. Bureau of Labor Statistics; exchange rates from
Federal Reserve Board. Dats (...} indicate that data are not available.

t Data not equally comprehensive for all years. Averages computed from annual totals, as given in source cited, de not agree precisely with those
shown in Appendix Table II, where adjustmenis have been made for missing data.

* Qfficial DNC estimate. ? Estimated. ® Stocks in the United States and Brazilian ports on July 1.
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Adulterants, see Substitutes and adulter.
ante

Africa, coffee production in, 18-20, 222
243, 245

Aging of coffee, 125-27

Agriculture, Department or Ministry of:
Brazil, 89-90; 1.S., 182-83

Alcoholic beverages, 11 n., 60; consump-
tion of, in principal coffee-consuming
countries, 71-73, (table} 71; relatiou
to coffee consumption, 60-61, 70, 71, 84

Algeria, coffee consumption in, 14-15, 30,
68-€9, 246

Andrade, Teéfilo de, 147, 154 n,, 179,
180 n.

Arabis, 31, 36, 87

Arabica, 27-28, 31, 35, 36, 40

Area under coffee, world, 107-08; poten-
tialities for expansion, 35, 106-08

Argentina, coffee consumption in, 14-16,
68, 246 :

Asia, coffee production in, 18-20, 243,
245

Australia, coffee consumption in, 14, 17

Bacon, L. B,, and F. C. Schloemer, 89 n.,
112 n.

Belgium, coffee in, 14-15, 30, 6869, 70—
71, 177 n., 246

Benrnett, M. K., 98 n., 124 n.

Bernstein, Irving, 135 1., 160 n.

Blends and blending, 13, 25-26, 29, 30,
32-34, 172, 189, 211; see aiso Milds,
increased use of

Beard of Economic Warfare (BEW),
212-13

Bogoti, see Pan-American Coffee Confer-
ence {1937)

Brands, 55-56; see also Blends and blend-

mg

Brasil, Dr. Assis, 166

Brazil, coffee in: consumption, 75 n., 121;
culture, 3540, 92 0., 94 96; develop-
ment of industry, 87-88; efforts to im-
prove quality, 95, 125; exports, 20, 87,
121, 1414, {(chart) 173, 244, 247;
grades and grading, 43-44; impor-
tance of, 21-22; quality and charac-
teristics, 28-31, 33; storage, 124-30;
supplies and their dispesition, 130--35,
(tzble) 133; surpluses, 120-23, 137-
39, 160-62, 210-11; trees in bearing,

98 n., 117; wartime developments, 9-
10, 153-56, 181-90 f.; vields, 111-14,
116-20; see elso Overproduction;
Prices; Production; Sdo Paule

—control schemes, 5, 21, 90, 123; les-
sons from, 15665, 203-08; permanent
defense, 143-53; valorizations, 128,
136-43; see alse Destraction of coffee
in Brazil

“Brazils” (Brazilian coffec), 8, 28-29;
see also Milds

Breeding, coffee, 25, 95 n.

Brewing, coflee, 25, 54, 65, 76, 82-84; see
also Coffee-making equipment

Bulk selling of coffee, 56

Burning, coffee, see Destruction of coffee
in Brazil

Bynum, Mary L., see McCreery, W. G.,
and Mary L. Bynum

Caffeine, 6, 30 n., 64-65

Caldeira, Renato, 98

Canada, coffee consumption in, 14-17,
64 n., 68-69, 246

Catch crops, see Interplanting

Ceylon, 40, 87

Chicory, 62, 76; see also Substitutes and
adulterants

Climatic requirements for coffee trees,
35-37; see also Droughts; Frosts and
frost damage

Cocoa, 17; consumption in cofice-con-
suming countries, 69; 71-73, {table)
71

Coffee berry, 28

Coffee drinking, origin of, 14-15

Cofiee economy, world: basic factors in,
3-10; coffee as a world commodity,
11-24; regulation of world, 192-231;
see also Coffee situation

Cofleehouses, 15-16, 17, 60, 63, 82

Coffee industry: development of com-
mercial, 87-90; government interven-
tion in, 136 fi.; problems of postwar
transition period, 208-20; regulation
potentialities and prospects, 220-31

Coftee-making equipment, 15 n., 65, 80,
81-82

Coffee-producing countries: effects of
war on, 9-10, 126-27, 174 fi.; impor-
tance of coffee in, 21-24; principal,
18-20

253



234

Coffee situation, world, developments in:
1890-1924 (chart), 138; 1920-41
{chart), 145; recent, 182-91 ; wartime,
in Brazil, 153-56; see aiso Coffee econ-
omy

Coffee trees, 27-28, 38-39, 148 n.; num-
ber bearing, world, 116-19, (table)
117; yield cycle of, 4, 91-92

Colombia, 166, 167

—coffee: acreage suitable for, 107 n.;
consumption, 121; culture, 33, 38, 40,
41; differential between Manizales and
Santos 4’s, 167, (chart} 173, 185, 195-
97; exports, 20-24, {chart) 173, 284;
grades and qualities, 30-31; impor-
tance of, 21-23; minimum prices, 183~
84, 19497 production in, 18-20, 35,
88, 242: size of plantalions, 95; ireea,
117, 118; yields, 118; see also Milds;
Prices

Colonial preferences, 7-8, 14, 173 n,, 218,
222

Competition: among beverages, 61-63,
64, 70-73; tea vs. coffee, 74-79

Commerce, U.S. Depariment of, 134-35,
160

Commodity Credit Corporation, 187, 189,
197

Commodity Research Bureau, 59n.,
219n.

Conferences, coflee: 1902, 139; 1931,
166-67; see also Pan-American Coffee
Conferences

Consumers, cofiee, see Demand for coffee

Consumption, coffee: considerations in
promoting, 72-84; in coffee-producing
countries, 14, 75 n., 121; and demand,
46—63; effect of purchasing power and
coffee prices on, 14, 64, 66-70; factors
influencing, 5863, 217; growth of, in
DUnited States, 11-14, 48-55, (chart)
51, 134-35; per capita, compared with
tea, in United States and United King-
dom (chart), 78; per capita, in Euro-
pean countries and United States, 11-
14, 16, 6873, (table) 68; potentialities
for expansion, 64-86; world, 11-17.

Control schemes for coffee: administra-
tive problems of, 224-25; buffer stocks
in, 214-15; comprehensiveness of, 222
23; consumer representation in, 223~
24; during postwar transition period,
208-19; human element in operation
of, 227-28; potentialities for, v-vi,
228-29; price policies, 193, 200, 228;

THE WORLD COFFEE ECONOMY

problem of, 10, 203-08; producers’ and
consumers’ interests in, 204-05; pur-
pose of, 206-07; statistical basis for,
226; wartime controls, 2-10

Costa Rica, coffee in, 20-23, 30, 31, 39,
119n., 179, 242, 244

Costs of coffee production, 94-101

Cotton, 22, 107 n., 129, 156

Crop year (Brazil), 139 n.

Crops, Brazilian coffee: bumper, 112 n,,
132, 139, 148; short, 142, 154; see also
Production

Culture, coflee: implications of, 91-94;
methods of cultivation, 38-41; prep-
aration for market, 35-45; rainfall,
temperature, and soil requirements for,
36-37; scale of operations and costs,
94-101; see 2fso Breeding; Diseases
and pests

Cup quality, 30, 32-34, 126-27; see aiso
Blends and blending

Daniels, Paul C, 174n., 179n., 184,
186 n,, 193, 195, 198-99

Davis, J. 8., v—vi, 125 n.

Dean, L. A, 92 n.

Defense, coffee, see Brazil, control
schemes

Dehydration, coflee, 190

Demand for coffee: characteristics of
consumer, 18, 26, 53-58, 64-65; and
coffee consumption, 46-63; consumer
vs. trade, 46; creation in Europe, 84—
86; creation in United States, 80-84;
relation to supplies and prices, 120-22;
trade, 46 )

Departmente Nacional do Café (Brazil),
30, 89-90, 116, 15051, 153-54, 168 n.,
230; see also Guedes

Depressions: 1890%, 137; 1930°s 8, 50,
92 5., 94, 100, 14546

Destruction of coffee in Brazil, 6, 7, 9,
89, 90, 121, 123, 124, 132, 147-55, 165~
66, 172, 219, 24849

Diseases and pests, 27, 40-41, 87, 96,
11012

Distribution, coflee, see Marketing

Dronghis, 36, 37, 91, 111, 154, 156,
219

Elliott, Harriet, 183

Ersatz coffee, 73 n.; see also Substitutes
and adulterants

Exchange rates, see Milreis

Expansion, coffee, see Area under coffee;
Consumption; Production
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Export taxes on coffee, 9, 86, 102 n., 144,
149, 151, 152, 153

Exports, coffee: distribution of world,
20-21; importance of, to prodocing
countries, 21-24; statistics (tahles and
charts}, 12-13, 121-22, 24445, 247;
see also International trade; Quotas

Federacion Nacional de Cafeteros de Co-
lombia, 118

Federal Farm Board, 130

Fermentation, 42-43

Fertilizer, use of, 3940, 96

Flavor, coffee, 26-27, 28-30, 65, 75; see
also Blends and blending; Brewing

Flowering of coffee trees, 27-28, 139 n.

Foot, F. N, 37 n.

France, coffee consumption in, 14-16,
69, 71-72, 246

Freight and insurance on coffee ship-
ments, 102, 187, 197

Frosts and frost damage, 35, 36, 91, 111,
155, 219 ;

Futures trading and prices, 181

Germany, coffee consumption in, 14-16,
69, 73 n., 246

Gibbs, J. B, 183 n.

Gilboy, Elizabeth W., 52 n.

Grades and grading, coffee, 31-32, 4344

Grain Stabilization Corperation, 149

Great Britain, see United Kingdom

Grinds and grinding, coffee, 33, 34, 56,
80

Growers, returns to, 99, 101-06, 136-37,
141, 146, 157, 159, 192 ff.

Guatemala, coffee in, 18-20, 21-22, 31,
111 n., 242, 244

Guedes, J. F., 37n., 52n., 106 ., 111 n,,
124 n., 153-54, 155 n., 156 n,, 184 n.

Haiti, coffee in, 21-22, 242, 244

Handling charges, cofifee, 102-03, 187,
197

Havana Conference of 1940, 175-77,
200

Hawaii, 31, 92 n.

Hearst, Louise, 55 n., 99 n.

Henderson, Leon, 187

Hill, J., 102 n., 103 n.

Hoos, Sidney, and Holbrook Working,
129 q,

Hull, Cordell, 174, 183

Hutchinson, Lincoln, 159 n,

255

Imperial Economic Committee (Great
Britain} report on coffee, 74-76, 95 n.,
9% n.

Imports, coffee: distribution of world,
11-13, (chart} 12; into principal con-
suming countries (table), 15; statis-
tics (tables), 246, 247; United States
(table) ,47; see also International trade

Income, United States per capita (chart),
51; see afso Purchasing power

India, coffee in, 40, 95 n., 126 n.

Industrial vses of coffee, 5-7, 11, 46

Inter-American Coffee Apreement of
1940: appraisal of operation, 192, 198,
200-03, 227; bases for establishing
quotas, 179-80; coffee prices under, 10,
13, 10506, 181-84, 193-97; costs and
benefits to participants, 183, 192, 197,
198, 200-03; extensien of, 191: mod-
ifications of, in operation, 150-91, 203,
215-16, 220-22, 229 ; operation of, 187—
91, 193-203; problem of coffee sur-
Pluses, 209-10, 214-16; provisions and
general features, 175-81; reasons for
United States participation, 34, 176,
182; text of, 233-39; see also later-
American Coffee Board; Quotas

Inter-American Coflee Agreements, 166~
91

Inter-American Coffee Board, 86 n., 178,
180, 181, 186, 187, 188, 100-91, 194,
198, 199, 200, 202, 209, 226, 229, 233-39

International Coffee Bureau, 166-67

International Coffee Conference of 1902,
129

International Coffee Congress of 1931,
16667

International Institute of Agriculture,
30n., 3Sn., 89n, 95 n, 103n., M8 n.

Internationa] Tea Agreement, 226

International trade, coflee: factors de-
termining, 19-20; importance of, I1;
see also Exports; Imports

Interplanting, 38 n., 92 n.

Irrigation of coffee trees, 36

Ttaly, coflee in, 14-16, 71, 73, 222, 246

Jacob, H. E_, 109 n.

James, P. E., 96, 139 n.

Java, 40, 87, 92 n.; see also Netherlands
Indies

Jonasson, Olof, 36, 37, 107, 108 n,, 115 n.

Kantor, H. S, 56 n,, 62 n., 102 n.
Klein, Julius, 160 n.



256

Labor costs in coffee production, 94, 97-
99, 106 n.

Land, 54-96, 106-08

League of Nations, 75 n., 217-18

Liberica, 27-29

MeCreery, W. G., and Mary L. Bynum,
40n., 97n., 98, 102n,, 1240

McDonald, J. H., 38 n., 41 n.

Manizales, 31, 167, 174, 195-97; see also
Milds; Prices

Marketing, coffee: costs of, 48, 101-06;
methods in United States, 55-56, 80-83

Marketing year (Brazil), 139 n.

Maté, 11 n., 61

Merchandising practices, 55-56, 80-83

Mexico, coffee in, 18-20, 23 n., 1lin,
242, 244

Milds, 8, 28, 30-31, 55, 74-77, 126, 167—
74; increased use of, in blends, 13, 160,
172, 189, 211

Milk and cream: jn coffee-consuming
countries, 71-73, (table) 71, 75; and
coffee consumption, 64, 74-73, 84

Milreis, value of, 137-39, 142, 145, 149,
152, 158, 240-41, 24349

Minimum prices, 183-84, 194, 195-97,
200

Mocha coffee, 29, 31

Muniz, Dr. J. C, 96, 98, 99

National Coffee Association, 177, 219

National Coffee Department, see Depart-
mento Naciona] do Café

National Recovery Administration
(NRA), 55, 102 0.

Nelson, Donald M., 190

Netherlands, coffee in, 14-16, 6669, 71-
72,177 n., 246

Netberlands Indies, coffee in, 18-20,
23 n., 111 n,, 222-23, 243, 245

New York Coffec and Sugar Exchange,
48 n., 59 0., 130 n., 139, 181

Nicaragua, coffee in, 21-23, 242, 244

Normano, J. F., 106 n., 163

Nornis, Senator George William, 141

Norway, see Scandinavian countries

Office of Price Administration (OPA),
104 n, 126 n,, 183, 186, 187, 188, 190,
202; see also Price freezing

Qverproduction, coffee, 7-9, 119, 137-39,
160~62, 171; creation of overcapacity
and surpiuses, 20-23, 120-23
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Packaging, coffee, 25, 45, 55-56, 81, 101

Pan-American Coffee Bureau, 52, 57 n.,
59n., 62, 121 n,, 168-69, 177

Pan-American Coffee Conferences: First
(1936), 168-70; Second (1937), 152,
170-73; Third (1940}, 174-75

Pests, see Diseases and pests

Pitkin, Walter, B., 59 n.

Piza, Marcello, 99-100, 102-03

Plantations, coffee, 42; size of, 94-96

Plenting, new, 115-20, 122, 139, 162, 219;
limitations on, 139, 140, 148, 150, 163,
171

Ports in coflee trade, 29, 4445, 87

Postwar readjustments for coffee, 73, 86,
208 1,

Potash control, contrasts with coffee, 85

Preparation of coffee, for market, 28,
35-43

Price freezing, in United States, 101, 182,
186, 199-200

Prices, coffee: average import in 1930,
194 n.; decline from 1937 after aban-
donment of Brazilian support, 9-10,
152, 172; depression experience ac-
cording to quality, 119n.; differemial
between Santos 4's and Manizales, 167,
(chart) 173, 185, 195-97: effect of,
on consumption, 48-53, 66-69; under
Inter-American Coffee Agreement, 10,
13, 10506, 181-86, 193-97; Manizsles
(chart), 173, 185, 248-49; minimam
export prices, 183-84, 194, 195-97,
200; producers’ agreements on, 169-
70, }96-97; in producing and consum-
ing countries, 101-05; retail, in Eu-
rope, 6669, 72-74, 77 ; retail, in Unijted
States, 50-53, (chart) 51, 84, 101-05,
(chart) 105,.182-83, 248-49; Rio No.
7 (chart}, 138, 240-41; Santos 4’s in
New York ({1able}, 47, 185, 248-49;
gtatistics (tables and charts), 47, 105,
121, 122, 138, 145, 24041, 24849

Production, coffes: Brazilian us. other
countries, 112-14; Brazilian, range in,
109-10, (table) 110; concentration of
world, in Brazil, 4-5, 9, 18, 20, 87-88,
112-15, {charts) 138, 145; costs of,
94-101; distribution of world, 18-19
(tables) 19, 88, (chart) 113, (tables)
241-42; difficulties in conirolling, 91-
94: economics of, 87-108; factors in-
fluencing, 91-93; limitations of sta-
tistics on, 88-90; potentialities for ex-
pansion, 106-08; trends in Brazil, 219;
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variability. in, causes and consequences
of, 110-12, 206-07; world, and trade,
18-21, (tables} 19, 121

Promotion, coffee, 48, 52, 79, 85

Pruning, coffee trees, 39, 40

Public eating places, coffee in, 57, 76,
80, 33-84

Purchasing power, and coffee eonsump-
tion, 14, 50-51, 59-60, 64, 66-70

Quality, coffee: and characteristics, 25—
34, 126; effect on consumption, 14, 59,
79, 82; eflect of storage on, 124-26

Quotas: adjustment of United States,
127, 180-82, 184, 186-88, 190, 199-200,
202-03, 225-26; basic under Inter.
American Coffee Agreement, 10, 177-
79, (table} 178, 183, 222, 224-25, 233;
for countries outside the United States,
177-79, 222; early proposals for, 168—
70

Rainfall, 35-37, 111

Rationing, coffee (United States), 65 n.,
135, 187, 188, 190, 202

Re-export trade, coffee, 66 n., T4 n.

Relief use of coffee, 86, 209, 212, 213

Restaurants, see Public eating places

Retail coflee prices: Europe, 6669, 72—
74, 17; United States, 50-53, (chart)
51, 84, 10105, (chart) 105, 182-83,
24849

Risks in coffeegrowing, 91-93

Rio flavor, 28-30

Roasting, coffee, 25, 28, 33, 34, 45, 76,
85, 101

Robusta, 27-29, 40

Roosevelt, President, 175, 202

Rowe, J. W, F., 89-901n., 92n, 97 n.,
98 n., 125 n., 128, 130, 137, 143, 144 n.,
146 n,, 157 n., 158 0., 159 n., 16264

Salvador, El, coffee in, 18-20, 21-24,
1020, 111 n,, 179, 242, 244

Sdo Paule, coffee: costs of production,
97-100; culture, 35-37; government
controls, 13742, 143-50; land values,
94; loans, 130-31 n., 147, 149; plastics,
6-7; preparation for market, 42 n.;
principal crops, 156 n.; production, 4,
35, 112-14, 116-17; size of plantations,
94; trees in bearing, 117, 145-46
(charts) 122, 138, 145; yields, 111-14,
116-17

Sao Paulo Coffee Institute, 98, 14344,
160, 161, 162
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Santos coffee, 29; see also “Brazils” (Bra-
zilian coffee)

Scandinavian countries, eoffee in, 14-16,
67-71, 75, 126 n., 246

Schultz, Henry, 64 n.

Seedbeds, 38

Shading of coffee trees, 35, 38, 40

Shipping, coffee, 44, 102-03, 187, 202,
21415

Shrinkage in roasting, 45, 101-02

Sielcken, Hermann, 141

Soil requirements of coffer, 35-37

Spain, coffee in, 14-16, 73, 246

Species, varieties, and types of coffee,
27-32

State, U.S. Depariment of, 177 n., 180,
184, 211-12

Statistics, coffee: consumption (tables,
charts), 51, 68, 71, 78; exports (tables,
charts), 12, 173, 244-45, 247; imports
(tables, chart), 12, 15, 47, 121, 246,
247; limitations of, 88-90, 98, 107-08,
118, 155-56, 226; production (tables),
19, 113, 121, 24041, 242-43, 248 49,
prices (tables, charts), 47, 51, 105,
121, 132, 173, 248-49; stocks (tables,
chart}, 132, 133, 248-49; supplies
(1ables, chart), 47, 121, 133; yields
{table}, 116

Stocks, coffee: distribution and disposi-
tion of world, 130-35, (table) 133;
indexes of world (chart), 132: invis-
ible, 48 n., 134; and storage, 124-35;
U.S. Department of Commerce survey
of United States, 134-35; see also Sup-
ply, coffee

Stocking, G. W., 85 n.

Stoffregen, Elizabeth, 141 n.

Storage, coffee: coffee characteristics
and, 124-27, 137; in couniry of pro-
duction, 127-30; and tramsportation,
44-45; United States, of unshipped
Brazilian coffee, 189, 210, 212-14, 230

Substitutes and adulterants, coffee, 34,
62, 73, 76-77, 84, 217

Sugar, relation to coffee consumption, 64,
83-84

Supply, coffee: and disposition, world
(chart), 122; relation of prices and
demand to, 120-22; variability of, 4-5,
109-23; visible (iable), 47, 129, 138,
145, 24445, 252-53; see also Stocks

Surplus, coffee, postwar problem of, 209
10, 214-16; see aelso Brazil, surpluses

Sweden, see Scandinavian countries
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Taxes, coffee, see Colonial preferences;
Export taxes; Tariff duties
Tea, 11, 15, 16-17, 61, 70-73, 74-75;

eonsumption in United States and

United Kingdom (chart), 78; in
principal coffee-importing countries
(table), 71

Temperature requirement of coffee, 35-
37 :

Timoshenke, V. P, 114 n,

Tobaeco, 11, 15, 16-

Trade, see International trade

Transportation, see Shipping, coflee

_Transplanting, 38

Trees, coflee, see Collee trees

Tariff duties orf coffee, 7-8, 14, 16-17,
66-68, 72-13, 104, 218, 222; see aiso
Expert taxes

Ukers, W. H, 15n, 17n, 280, 320,
65 n., 80n., 102n., 124 n.

Union of South :\frica, coffee in, 14-186,

17, 68, 246

Upited Kingdem, coffee in, 14-16, 17
66 n., 74-79, 222, 246

United Nalions Conference on Food and
Apgriculture, 215 n.

Use of coffee, 15 n.; see alse Indusirial
uses

Valorization, see Brazil, control schemes
Vandenberg, Senator Arthur H., 183
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Varieties, species, and types of coffee,
27-32

Venezuela, coffee in, 18-20, 23 n, 153,
179, 242, 244

Visible supply, see Supply

Wallace, B, B, and L. R. Edminster,
141 n., 143 n,, 157 n., 158 n.

War Preduction Board (WPB), 101,
187, 188, 150

Weather, see Climatic requlrements'
Yields

Wheat, 11, 114, 12511 129 n, 130, 19%

Wholesale prices: coﬂee, in United
States (tables), 47, 248-49; indexes of
United States {charts), 138, 145; in
dexes of important foodstuffs and taw
materials (chart), 132; see also Prices,
coflee

* Wickizer, V. D., 214 n., 158 0., 226

World War T and coffee, 63, 66-67, 87,
135, 141-42

World War II and coffee, 4, 9-10, 13, 49,
66-67, 86, 126-27, 153-56, 174-71,
186 f.

Wylie, Kathrym H.,, 107 n, 118 n.

Yields, coffee: causes of variability in,
110-15; per hectare in various regions,
115-16, (table) 1163 outleok for, 120;
per tree, 3839, 116-1%; weather in-
fluences on, 4, 92, 110-11, 112 -



