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INTRODUCTION

In July 1977, an aide-memoire was signed by the Executive Secretaries of
of the Economic Commission for Latin America (CEPAL) and the Economic and Social
Commission for Asia and the Pacific (ESCAP) calling for interregional co-operation
between the two Commissions in the field of transnational corporations. In that
aide-memoire, the Executive Secretaries agreed to launch an interregional research
project on the impact of transnational corporations on primary commodity exports
from developing countries. Based on appropriate provisions incorporated into
the understanding, the Economic Commission For Africa (ECA) joined the project
in early 1578. o

It was agreed at that time that the three regional Commissions, together with
the United Nations Centre on Transnational Corporations in Hew York (UNCTC),
would co-operate in the conduct of in-depth country case studies on the impact of
transnational corporations on the export of primary commodities from selected
developing countries. To provide a common focus for the country case studies, a
general conceptual framework was wpitten focuéing on {i) factors determining
the relative bargaining positions of host governments and transnational corporations
and (ii) the resulting distribution of gains between the host country and the
transnational corporation.l/

The conceptual framework for the case studies has been kept very broad in
order to accommodate the multivaried conditions which exist among primary commodity
export industries in different countries. It is therefore meant to apply to the
various forms of transnational corporation involvement in such industries, from
the traditional major direct equity investment by one or more transnational

corporations in production, transformation and trade of primary commodities, to

1/ See, "Transnational corporations in export-oriented primary commodities:
a study of relative bargaining positions and distribution of gains", CEPAL/CTC Joint
Unit, (Santiago, Chile, 30 August 1977) and the modified version "Transnational
corporations in export oriented primary commodities: A general conceptual framework
for case studies'", Joint ESCAP/CTC Unit on Transnational Corporations, Working Paper
Ho. 1, Hew York, September 13878. _ '

1
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the newer forms of licensing agreements, joint-ventures, trilateral arrangements,
production-sharing agreements and so forth.r It is meant to apply to negotiations
and renegotiations associated with the nationalization of a foreign direct
investment already operatlng in a host country. ._ _ |

The ultimate aim of the case studles carrled out accordlng to the conceptual
framework, and indeed of the whole interregional project, is to provide host
developing country governments with an input of_objeét;velylderived material
with which they can evaluate TNCs inyolvemept and their agreementé with them and
realize the potential for increased bérgaining capacity towards TNCs, as well
as, ascertain the relative advantages and disadvantages of policy thions at
their dispesal. To this end, an interregional expert group meeting was convened
at ESCAP headquarters in Bangkok -in October 1979 to review the case studies up to
that point completed by the three regional Commissicns.. The meeting suggested
the most important policy issues and. further areas of research in the interregional
project and the integration of the case studies from each region into global
commodity and sectoral studiss .to be presented at an interregional seminar in
Geneva (Wovember 1882) on tramsnational corporations and primary commodity exports.l,

In addition, in its last three ordinary sessions (13975, 1877 and 19739) CEPAL
adopted individual resolutions on co-operation among developing countries and
among developing regions of different geographical areas.2/

Following the conceptual and institutional framework 1nd1cated above CEPAL
through its J01nt_Un1t with the Unlted Nations Centre on Transnational Corporations,
has been concerned with this subject over the last few years. Case studies had
been accomplishéd on THCs involvement in seven commodities in the different
countries of the region (bauxite in Jémaica, copper in Chile and Peru tin in
Bolivia, cotton in Mexico, bananas in Honduras and Panami, coffee in Colombia and
sugar cane and its use for energy in Brazil), applying the common methodology of
the interregional project and taking into account. the specific probleﬁs and hééds'of

the region~and the selected countries,

1/ See, "Report of the Interreglonal Expert Group Heeting on Transnatlonal .
Corporations in Primary Export Commodities", Bangkok, 8-15.0October 1979
(CTC/ESCAP/PEC/2) and UNDP, Proyecto de los Gobiernos de Bolivia, Brasil, Colombia,
Chile, Honduras, Jamaica, Méxlco, Panami y Per(i, sobre el "Fortalec1m1ento del poder
de negociacidn de los Gobiernos Huspedes en sus tratos con las empresas trasnaciona-
les dedicadas a la exportacidn de productos bisicos" (RLA/80/016/A/01/02).

2/ See CEPAL resolutions 363 (XVII) adopted in Guatemala and 387 (XVIII)
adopted in La Paz. /The results



The results of the studies on copper and tin‘had“been pres nted to the
seminar on Alternative Approaches to Hegotiating with Foreign In estors and
Transnational Corporations in the Copper and Tin Industry, organized by CEPAL in
Santiago, Chile, 9-12 December, 1981, with the participation of h:.gh-level officials
of the public and private sectors and representatives of foreign eiterprises from
Bolivié, Brazil, Chile and Peru 1/ and to the seminar on Policies .nd Hegotiations
with Transnational Corporations in Mining, organized by the United Nations
Centre on Transnational Corporations and CEPAL in-co—operation with the Ministry
of Mining and Metallurgy of Bolivié,‘in La Paz, 17-22 May of 1982, with participatio
of high-level officials of the puﬁlic and private sectors of this- industry. Finally.
a similar seminar is envisaged for the export oriented tropical products (banana,
coffee, cotton and sugar cane) to take place in Panama in co-operation with the
Union of Banana Exporting Countries (UPEC) and the Government of Panama.

In the forthcoming phase of the Interregional Project in CEPAL the commodity
studies, integrated for the three developing regions, will be accomplished for
banana, sugar cane and tin.

In this study consideration is given to the domination and strategies of
the transnational oligopoly in the world coffee industry and its repercussions
on the participation of the producing countries and, in particular, on Colombia,
in the gains derived from this activity. In the first chapter consideration
is given to the nature of the world coffee market and, in particular, to the
concentration of its processing and marketing in a few tramsnational corporations
(hereinafter referred to as THCs) which, to a large extent, control the consumer
markets of the industrialized countries. The second chapter describes the
strategies and policies of the main actors in the world coffee markets, i.e.,
the THNCs and the governments of the leading consumer and producer countries
(with regard to the joint action they take). Intermational prices and factors
relating to their trends are reviewed in chapter three. The special problems of
the coffee industry in Latin America, in particular where coffee policies in

Colombia are concerned, are considered in chapters IV and V. Finally, in the

1/ See, Report of the Seminar quoted above (E/CEPAL/R,306, Restricted,
February 1982).

/last chapter



last chapter (VI), a attempt is made to draw some conclusions concerning the
bargaining capacity and distribution of gains between the coffeé producer and
consumer countries and the TNCs, with particular atteﬁtion‘giveﬁ:to the |
repercussions on the economy of Colombla. o .

The study has been prepared in the CﬁPAL/CTC 601nt Unit on Transnatlonal
Corporations on the basis primarily of two documents '"Concentration Trends in the
Coffee Processing Industry", an unpublished report drafted by the United ﬁafions
Centre on Transnational Corporations (chapters I and II of this studj) and
"América Latina y el mercado mundial del café", a study prepéned by-thg CEPAL
International Trade and Development Division for publication in.the near future
(chapters III-V of this study). The updating and usé.made of fbese documehts for
the specific purposes of the interregional project, and the opinions and conclusions
expressed in this study are, however, in so far as this phase of the interregional
project is concerned, the sole responsibility of the Unit and may not reflect

the views of CEPAL,

I. THE



I. THE WORLD COFFEE MARKET AND THE TRANSHATIONAL OLIGOPOLY 1/

1. Introduction: nature of the commodity and its
importance in the world economy

(a) Nature of the product

Green coffee beans are processed essentially for cbtention of coffee
beverages. There are many forms under which coffee products are made available to
consumers. The coffee products may vary in terms of beans composition, e.g.,

arabica, robusta or blend; in terms of presentation, e.g., roasted beans, ground

beans or soluble powder; or quality, e.g., with caffeine content or decaffeinatec

Manufacturing classification identified two types of coffee processing
industry at the 5-digit level: roasted coffee (SIC 20951) and soluble coffee
(SIC 20952). The other products, coffee extracts, liquid concentrates are in
comparison negligible users of green coffee beans.

Technically, coffee processing is a relatively siwple process.2/ The green
beans, after husking, are washed, dried, and roasted, From the ground beans,
soluble parts are then extracted with hot water. The resulting ligquid can either
be consumed directly, or it can be resolidified by evaporation or freezing to
yield soluble coffee. The green coffee beans can be stored easily for twe or
three years without deterioration in quality. '

The existence of soluble coffee raises some statistical probleﬁs, both for
consumption and production ends. The share of soluble in total coffee beverage
consumption tends to be underestimated, whereas its share in use of green coffee
beans is overestimated. The standard patio that is used to estimate green coffee
beans equivalent to the soluble coffee production, e.g., 3 pounds of green coffee
to one pound, tends to underestimate the extraction productivity of processing
operations. Rather than one pound of soluble coffee being the equivalent to three
pounds of gﬁeen coffee beans  most processors use only 2.5 pounds of green coffee
beans in making one pound of soluble coffee. In fact, because all caffeine content

1/ The chapters I and II of this study are an edited and updated version
of an unpublished consultant's paper elaborated for UNCTC, "Concentration Trends
in the Coffee Processing Industry" (UNCTC, mimeo, October 1981).

2/ S. Singh and J. de Vries, Coffee, Tea and Cocoa: Market Prospects and
Development Lending, World Bank Staff occasional paper No. 22, Washington, D.C.,
1877, : e

~ /of green



of green beans is preserved on the caffeine content of the soluble product 1/
the use of high caffeine content beans, e.g;, robusta v.s. arabica, can further
reduce the actual amounts of green coffee beans that are necessary, resulting in
an even lower equivalent ratios e

On the consumption side, instant coffee yields up to 50% more cups of coffee
than can be obtained from the equivalent amount of roasted coffee beans.

For the purposes of this study, the coffee processing industry is defined as
comprising firms engaged in the processing of coffee beans and the sale of roasted
or soluble coffee.products for consumer or enterprise use. Enterprises in the
centrall§'planned economies are not covered by the study since the relevant
statistical data and other information are not readily available.

The industry comprises two major segments, roasted coffee and soluble coffee,
and this study examines both segments, as well as the overall industry. The final
products of the two segments are only partial substitutes; similarly, only limited
substitution is possible in production since not all green coffee beans can be
used to produce either roasted or soluble coffee. The robusta varieties of coffee,
for example, can be more feadily utilized in the production of soluble coffee
than the arabica varieties. -

(b) Coffee in the world economy

(i) Producer countries

Almost all coffee production is concentrated in developing countries.
However, a significant shift has oceurred over the last 20 years in the country
distribution of coffee production and exports and in the type of coffee produced.
Brazil's leadership has declined and the country concentration of exports has
also dropped. In 1960, the four largest exporters (Brazil; Colombia, Ivory Coast
and Indonesia) accounted for 63% of the coffee trade but in the second half of the
19708 their shére:had fallen to about 50% (see ‘table 1). Since 1945, robusta coffee
exports have increased from a tenth of world volume to over a quarter, as
countries iﬁ Africa and Asia (where robusta is about 75% of total output) have

expanded their plantings.

1/ By weight, soluble coffee contains commonly 60% or less coffee beans.
The additional #40% being carbohydrates, 2.g., chicory, malt and chemical stretchers.
The latter are sprayed with coffee flavour and kept under vacuum seal. (See T. Geer,
An oligopoly: The WOrld Coffee Economy and Statutization Schemes, Duneelen, London,
1971.)

/Table 1



Table 1

DISTRIBUTION OF WORLD COFFEE PRODUCTION AND EXPORT BY GROUPS ESTABLISHED
BY THE INTERWATIONAL COFFEE ORGANIZATION (ICO)

(Averages for coffee years 1976/1977-1980/1981 and
1875/1976-1979/1980)

Total production | Total exports
, . Millions of 60-kg bags Millions of 60-kg bags
Groups and countries Average : . Average
1976/1977 - 1980/1981 1875/1976 - 1979/1980
Bags % Bags %
COLOMBIAN MILDS 13,8 18.3 10.8 18.8
Colombia '11.8 . 15.3 : 8.6 15.0
OTHER MILDS 22.0 29.0 16.1 28.1
Costa Rica 1.8 . 2.1 . 1.5 2.6
El Salvador 3.0 4.0 2.8 4.8
Cuatemala 2.6 3.b . 2.2 3.8
Honduras 1.1 1.4 0.8 1.4
Nicaragua 1.0 1.3 0.8 Ly
México 3.5 4.6 S 2.4 4,2
UNWASHED ‘ARABICAS 22.3 29.4 1.7 25.7
Brazil 18.9 S24,9 13.2 23.0
Ethiopia 3.2 4.2 1.4 2.4
ROBUSTAS 17.7 23.3 15.7 . 27.4
Ivory Coast 4,4 5.8 : 4,3 7.5
Cameroon Lo 1.5 2.0 1.5 2.6
Angola 0.6 0.8 1.2 2.1
Uganda 2.1 . 2.8 2.2 3.8
Indonesia : 4,7 6.2 3.0 . 5.2

Total : 75.9 100.0 57.3 100,0

Source: ICO.
FEDERACATE.
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The shift towards robusta is explained by three post-war developments. First,
coffee production was Promoted by the newly independent African countries, with
the supﬁoft of European countries seeking to increase theip procurement options.
Robusta varieties proved more adaptable in these expan31on areas than the arabicas.
Secondly, the pgrowth in the consumptlon of soluble coffee prov1ded an expanding
market for these varletles. The soluble products can readlly utilize the more
acidic robustas whose processing value is relatlvely undlmlnlshed by broken or
lower quallty raw materlals. Thirdly, some roast processors proved able to promote
branded products, rather than traditional blends and to 1ncorporate 1ncrea31ng
proportions .of cheaper .robustas in their product mix.,

(ii) Consumer countries

The differences in the geographical patterns of production and
consumption are reflected in the volume and pattern of intermational trade in
coffee. Coffes cortinues to be an important elemeﬁt of world trade, accounting
for about 1% of the total value of world imports and exports in 1977-1978. For .
the developing countries as a group, coffee comprised some 3.4% of the total value
of their exports over the same period. Reflecting the geographical distribution
of production, exports are highly concentrated among a‘few countries, In the
second half of the 1970s Brazil accounted for almost one quarter of world coffee
exports and Colombia, Ivory Coast and Indonesia together accounted for another
quarter of the total (see again table 1l). Within the trade of individual countries,
coffee assumed considerable significance in a large number of cases, accounting
for more than 85% of Burundi's export earnings over the period 1970-1978, '
about three-quarters of the corresponding earnings of Uganda and some two-thirds
of those of Colombia and and Rwanda. There were a total of 25 countries for which
coffee comprised more than 10% of export values over the period 1970-1978, an
indication of the widespread importance of this industry to the developing
countries,

Coffee was a-less important item in the imports of the developed couptfies,
typically accounting for about 1% of the total value of imports over the period
1970-1978, although for the United States the propoPtion was over 2%. Within
total coffee imports, there was a decline in the position of the United States,
from 39% to 31% of the volume of world imports of ICA countries, over the period
of the seventies meanwhile the share of EEC rose at the same time from 39%

to 4u% (see table 2).
/Table 2



Table_2

TOTAL COFFEE IMPORTS OF IMPORTING MEMBERS OF ICO
- (1971/1972-1980/1981)

(Thousands of 60 kg bags)

Coffee o United States European Economic  Other importing Total
‘ Community merbers imports
years : T )
bags % bags % bags % bags
1971/1972 20 369 38.9 20 508 39.1 11 522 22.0 52 397
1972/1973 23 652 40,9 21 301 36.8 1z 929 22.3 57 882
197371974 22 715 ° 39.6 21 778 37.9 12 940 22.5 57 431
197471975 20 423 37.1 21 592 39.2 13 030 23.7 55 0ub
1975/1976 21 B33 36.6 23 782 39.9 13 985 23.5 53 600
1976/1977 18 400 34.2 22 176 1.2 13 265 24.6 53 B4l
1977/1978 17 228 35.1 21 238 43.3 10 5865 21.6 49 029
1878/1979 21 890 3u.7 26 282 41.7 14 859 23.6 63 031
1979/1980 20 128 33.5 25 0ub. ©oR1.7 1y 851 24,8 60 025
1980/1981 E/ 18 658 31.5 25 896 43.8 14 636 24,7 59 290

Source: ICO ~ FEDECAFE on the basis of data contained in the Boletfn trimestral de
Estadistica Cafetera, Vol. 1, Neo..3, table 11-4 (1971/1972-1973/1974)
and Vol, 4, Nos. 2 and 3,,p. 31 (1974/1975-1978/1977). _
~ WP Board document Ho. 348 of 8 September 1981 (1877/1978-1980/1581).

E/ Estimated.

/Looking to
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Looking to the future, it seems unlikely that there will be a significant
increase in the demand for coffee. Untillrecently, coffee and tea were almost
unrivalled in their domination of the non-alcoholic.beverage markets of developed
countries, With the rapid. growth of alternatlves, such as soft drinks and mineral
water, competition in the sector has 1ncreased and ¢éoffee has declined in relative
importance in most countries. In the United States, for example, the percentage
of coffee consumers fell from 75% in’ 1962 £S5 56% in 1981, Af the same time the
share of SOlubles in total coffee beverage consumptlon 1ncreased from 21% to 2B%
(see tables 3 and S I

In addition to suffering increased competltlon from ‘substitutes, the demand

for coffee appears to be hlghly inelastic with respect to both.price and income,.
at-least 1n the medlum to 1ong-term. Particularly in the traditional roasted coffee
markets, consumptlon appears to be reaching saturat1on levels. There are a: variety
of estimates of the elastlcltles for demand for coffee. Estlmates of the ihcome
elasticity of demand in developed countries range from almoet zero to ar0upe 0;5,
although income elasticities in the socialist countries and in producing countries
are estiﬁefed to be higher (around 1,0 and 0.6 respectively). UNCTAD has estimated
the world income elast1c1ty of demand for coffee to be around 0 39, For prlce
elasticity, the estimates range from zero to about -0 26 for developed countries
and from ~0.2 to -0.8 for developing countrles. Oveﬂall UNCTAD estimates that

the worid price elasticity of demand for coffee does not differ significantly

from zero.l/

These characteristics of the demand for coffee suggest relatively slow growth
in the market in the 1980s. One estimate suggests that demand in the developed
economies in 1985 will be no more than 20% higher than in 1872-1974, while
production may increase by between 22 and u45% over the same period. Demand in
the developing countries may grow more rapidly, but these countries account
for a relatively small portion of the total market and consequently cannot have

a significant impact on the general perspective for the coffee market.

1/ These estimates of elasticities are taken from §. Singh, J. de Vries,
J.CuL Hulley and P. Yeung, Coffee, Tea and Cocoa - Market Prospects and
Development Lending, World Bank Staff Occasional Paper No. 22 and The world
commodity situation and outlook = veport by the UNCTAD secretariat (ID/B/C.1/207).

/Table 3
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-+ Table 3

COFFEE CONSUMPTION IN THE URITED STATES
(1962-1981) -

(Percentage of consumers of coffee and
other beverages)

1962 . 1979 1980 1981

Coffee u.,7 57.2 56.6 56.4

Tea ‘ ' 21,7 33.5 ' 31.7 32.6

Milk ' 53.6 51.2 50.5 50.4

Carbonated heverages 32.8 53.0 511 51.8

Juices 414 43,9 45,2 47.5
‘ Table 4

COFFEE CONSUMPTION TRENDS IN THE UNITED STATES (1962-1981)
(Cups per person per day)

Year Total consumption Roasted and ground Soluble
1962 , 3.12 ‘ 2.45 ‘ 0.67
1965 - 2.79 : . 2,21 0.58
1970 2.57 1.81 0.66
1975 _ 2.20 . 1.52 ~ 0.68
1580 2,02 . 1.3%9 0.62
1981 1.92 : 1.38 . 0.54

Source: Winter 1981 - National Coffee Drinking Study {carried out for the
Promotion Fund of the Intermational Coffee Organization).

/Producing countries
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Producing countries therefore face a relatively stagnant market for raw
coffee beans., Under these circumstances and apart from short-term fluctuations,
projections also suggest that there is élso unlikely to be'any dramatic change in
the real price of coffee over the long term. In order to derive further benefit
from their production of.this rawv material, developing countries need to increase
their share of the value-added in processing coffee. There are certain physical
constraints in aghieving this objective, but the following chapters suggest that
the growing importance of TNCS presant‘an e%en greater barrier to the entry of

enterprises from developing countries into the coffee processing industry.

2. The ledding TNCs in the coffee industry in the 1970s

Table 5 provides data on the 1976 sales of 22 major ccffee processing firms.
Coffee sale° ‘of and over US$ 40 million were recorded by twentv firms, of which eight
were based in the United States, five in the Federal Republic of Germany, three
in the United Kingdom and two in Switzerland. These twenty companies accounted
for coffee sales of more than US3 6.5 billion in 1976, or over 85% of the industry's
revenues in industrialized market economies in that year. Within this group,
the size distribution of firms is skewed with the six largest processors
-comprising five large diversified ;fansnational food corporations and one
specialist coffee producer~{Jacobs,of Switzerland 69% of total sales)- éccounting
for about 60% of world coffee sales. The foreign sales participated in the global
coffee operations of those firms with 11-93%. Another 14 lesser coffee processors
in Eurbpe and the United States, of which six were coffee-s?ecialists, (50-100%
of total salee) had annual coffee sales in the US$ 50-US$ 220 nillion range. Five
of those lesser firms had forefgn content of their coffee sales of 20% and more.

The seven specialist pfodUCers (including Swiss Jacobs) among the top
20 firms are active principaily in the roasted coffee segment in Germany and Italy.
Including non-coffee sales, their average turnover in 1976 was some USS 300° nllllon
which was only about 25-30% of that of the diversified TNCs in the six leaders
~youp. VWith the exception of Jacobs and German !lag the specialists have little

foreisn processing involvement. W,

/Table 5
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Table 5

TOTAL SALES AND ESTIMATED COFFEE PRODUCTS SALES AND MARKET SHARE OF LEADING FIRMS .(1976)

[

' = ' oo Rakk in developed coimtiy
L g ad " . . C ffe 1 . b i ; . j i i
s ” S . - E . % e o ‘es A _| coffee product markets
' [ - T : : S T ff. g R
- Parent corpordtion . I, : Total _ 2 e I . T

- : Total . TForeign e ‘ , , : '
: : revenueg [ . 1|Coffee. | Coffee . , Roasted Solubie
-_fjcoffeg' ; coffee

[ringustry | industry

=

L B L . ' R “ltotal’ |[.foreign
T - o S : Millions US dollars . ' Revendes - Coffee
o 57 ; o . _ L - jtotal’ | total

T

1. Gene;al Foods (USA)
2. Nestlg (SWI)

1910 © 1500 s0 .- o-30 7 33 1 . rr. d
. 248 © 1150 . :1 050 16 S I ST S O
3..Procter and Gamble (USA) 349 . 900, - . 0 - 12 % 117 . II S & & S
4. _Conpsdlid, ted Foods .(USAY . 3, o L o ’ S F ot i
“. | Douwe | gberts (NLD) &/ - Cews % 5300 - 250 e o AT IV IV L
5. Standard Brands (USA) . . - 1810 - . 480 . 350 . TP . 73 ¢ V.o v

. Van Melle (NLD) B e A _ T A S
‘6. Jacols, (Switzerland) ~ & . 625 - 430 ' 400 - . 69 93 S & 5 SEENEEEE

7. Atalla“ (BRA) - & Ceee o220 1 ... e S
8., T¢hibo i(FRG) . 7, . 385 Looi2000 -~ 7520 o - . wir . ek

9. Hag (FRP'e/ * ;o 250 200 .50 ¢+ T 80 Coo25 ¢ - . av
10. Cdea Coll; (UsAy: . = 303 . . @®20. . 7 . . T, - 35, O vIII:' .. o W

11. .Brooke :Bond (UKY = S 1193 ° = 1507 30 13° 2. - w11’
12. DER ’(FRG) ,,,,,, : Lo 150 ¢ 150 . e 10 N T
13.Livazza, (ITA) ) o : . 150 - 150 e - 100 7 - oIt p -

14, Eduscho J(FRG) . . o 156 . . 150° Soee T 100 S - S T

is. Allxed Breweries (ﬁx) 255 = Y Lt Gee . wEe T e S - o=

5 ° Lyotls (UR) 4/ ’ 468 ‘ 150 . i [ 10 - - 47 X - . YIIL.
15. LFS Conﬁmental Coffee (USA) 512 - ’ 90 N 18 . C - - R,
1. Kroger (USA) , 035 85, - T - - P
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The five diversified coffee industry leaders had gross revenues from all
sources ranging from seme USS 1.8 billion to US$ 7.3 billion, placing them among
the world's 50 largest food processing companies,l/ Most are conglomerate
processors or large wholesale retail distribution corporations. On the average,
these firms are involved in more than 10 different food lines, with a common
emphasis on brand name differentiation and high marketing expenditures. Their
relatively small research and development expenditures are directed primarily
towards marketing. For most of their product lines, rivals are few in any given
country. Predominance in a product market is typically achieved through the
successful national distribution of popular brands. Growth through acquisition
and mergers is the most important means by which nearly all these firms have
entered product markets and consolidated their leadership positions. Acquisitions
centre on firms already well established in their specific markets.2/ Since the
1960s all have extended foreign operations into a variety of food lines,

The transnational orientation of the coffee leaders is evidenced by the
international spread of their production and its growing importance in their
overall business, Table 6 shows that the ten largest diversifed leaders each
have foreign affiliates active in at least 40 food and other processing lines,
with as many as 291 in the case of Nestlé and 138 for Consolidated Foods. General
foods, Procter and Gamble and Consolidated Foods each derive 25-30% of their total
revenues from foreign manufacturing. For the other diversified leaders, foreign
affiliates account for 40% or more of total output or assets. MNost are involved
in more than 20 countries, although Coca Cola has more than 100 foreign affiliates
and Nestl& 5u,

The transnational coffee leaders also hold prominent positions at the world
level in other concentrated industries, Particularly important is their presence
in other segments of the beverage market, shown in table 7, In the chocelate
industry, Nestl# is the world leader, with Cadbury-Schweppes and General Foods
fourth and fifth respectively.3/ In the tea industry, Brooke Bond is the world

1/ Transnational Corporations in Food and Beverage Processing (United Nations
publication, Sales No. E.81.II.A.12)}, Table V-1

2/ See later part I1.1 (a) and (b) of this study.

3/ General Foods and Nestld are ranked second and third respectively in the
chocolate industry in the United States. WNestlé, Cadbury-Schweppes and Consolidated
Foods are among the five largest chocolate firms in Europe.

/Table 6
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Table 6

TRANSNATIONAL OPERATIONS OF LEADING COFTEE CORPORATIONS (1976)

Measures of foreign operations

eading corporations - No. of countries with food processing Foreign Foreign
Developed - - share of share of
Total Market  Developing total total
 Economies  countries revenues assets
(%) (%)
eneral Foods (USA) 4 10 4 26 28
Hag (FRG) _ 1 1 - 20 NA
estlé (SWI) 54 33 21 97 95
rocter and Gamble (USA) 19 12 7 25 19
onsolidated Foods (USA) 6 6 - 29 40
Douwe Egberts (NLD) 12 9 3 30 NA
“+andard Brands (USA) 23 8 15 40 U3
talla Group (BRA) _ 4 3 1 NA NA
acobs {SWI) 7 - 80 NA
‘chibo (FRG) 1 1 - NA NA
cca Cola (USA) 100 NA NA yy - 37
rooke Bond (UK) 25 13 12 . Bl 63
ZK (FRG) B § 1 - NA NA
avazza (ITA) o 1 1 - : NA - NA
1lied Breweries {UK) : 12 8 . 4 38 " NA
Lyons (UK) 14 10 4 54 NA
adbury-Schweppes (UK) 23 g g o u7
DS Continental Coffee (USA) 1 - 1 NA NA
reater A and P (UsA) 5 4 1 NA NA
merican Maize Prod. (USA) - - - - -
elitta-Werke (FRG) 19 13 6 NA NA
merican Brands (USA) 2 2 - 49 30

curce: See table 5.

/Table 7
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Table 7

DIVERSIFICATION AND WORLD LEADERSHIP OF COFTLE PROCESSORS
IN BEVERAGE INDUSTRIES (1976)

Rank in world industry

Firms a/ ' Coffee Tea Cocoa Soft drink
' Roasted Soluble products concentrates
General TFoods I II - VIiI III
Nest1é - I Iv I -
Procter and Gamble II 111 - - : -
Consolidated Foods Iv Iv - Vil VIII
Standard Brands v Vv _ ITY - -
Jacobs I1T - ; - - ;
Coca Cola VIII \ VII - I
Brooke Bond - VII ' I - -
Allied Breweries b/ - VIII VI - -
Cadbury-Schweppes - - v v Iy

Source: Transnational Corporations in Food and Beverage Processing (ST/CTC/19),
United Nations Centre on Transnational Corporations, 1980.

a/ Firms are listed in order of total coffee sales.

~/ Includes sales of Lyons (UK).

/leader, with
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leader, with Standard Brands, Nestl&, Cadbury-Schweppes and Allied Breweries being
the next top world firms. Together these firms account for about 85% of the

world tea industry outside Japan. In the‘éoft dbink éector, Coca Cola is the
world leader with over uo% of world concentrate production. General Foods,
Cadbury-Schweppes and ConSOlldated Foods are also among the world leaders, belng

in third, fourth and eighth positions respectively.

3. Leading consumer markets and their domination by TNCs

This part of the stuﬁy examines the changes which have occurred in the
participation of the leading TNCs in the coffee processing industry, in each of .
its segments and in the major national markets. It includes an examination of the
geographic expansion both of the industry itself and of the leading firms in
the industry of developed countries with market econoﬁy.

{a) “oasted coffee market

Roasted coffee is still the most important industry prodqét in terms of raw
material use and revenue., . As indicated in table 8§ the leading TNC in this sector.
is General Foods which held about one-sixth of the world market in roasted coffee
in 1878, an increase from its one~eighth share in 1960, Jacobs, a épecialized
and leading European-based srocessor of roasted coffee, wore than doubied its share
of the world market (from 2 to 4.5%) in the same period. The other leaders with
a share of more than 1% are large diversified food THCs which either entered
the coffee industry recently (largely through acquisitions) pr'expanded.significantlg
in the 19608 and early 1970s. As a result of these events, during the last two
decades, the global measure of four-firm industry concentration increased from
28% to more than 32%.

Until the 1950s, numerous small and medium scale firms specialized in the
coffee industry held the bulk of sales in Europe and North America. In the eight
largest country markets {accounting for over 90% of world roasted coffee consumption),
only the Benelux countries had four~firm concentration ratios in excess of 50%
in 1960 (see table 9). By 1978, all the major markets had reached and overpassed
that level, and in six countries the ratios exceeded 65%. In the United States
and the Federal Republic of Germany, the four~firm concentration ratio was about
50% in 1960 but exceeded 66% in 1978. In France, Sweden and Denmark the four-firm
concentration ratio more than doubled, and in Italy, it more than quadrupled from
11% to almost 50%.

/Table 8
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‘Table 8.

ROASTED COFFEE INDUSTRY: MARKET SHARES OF LEADING FIRL'S AND MEASURE
OF CONCENTRATION IN DEVELOPED COUNTRY MARKETS (1¢60-1978)

Leading firms

' Estimated ma ket share (%)

1960 1968 1875 1978
General Foods (USA) © 13.0 17.0 16.1 16.5
Procter and Gamble (USA) - 9,0 7.0 8.0
Folgers (USA) a/f 5. - - -
Jacobs (SWI) 2. 2.5 3.0 k,5
Consolidated Foods (USA) . g ces 3.8
Douwe Egberts (F¥etherlands) b/ . . 2.4 -
Standard Brands (USA) 2.8 1.3 2.6
Van Nelle (MNetherlands) ¢f . 2.0 -
Atalla Group (Brazil) cen. ces . 2.0
Hills Bros. (USA) d/ 5.2 6.0. 2,5 -
28.0 34.8 28.5 32.5

Four--firm concentration ratio (%)

Source: Based upon corporate Annual 'Rep'orts.; Moody_'rs; DAFSA.

a/ Acdquired by Procter and Gamble (USA), 1962.

b/ Acquired by Consolidated Foods (USA), 1977.

¢/ Acquired by Standard Brands (USA), 1976.

d/ Acquired by Atalla Group (Brazil), 1976.

/Table 9
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Table 9

ROASTED COFFEE IWDUSTRY: MAPKET COWCENTRATION HMEASURES
IN NINE DEVELOPED COUNTRIES
{1960-1978)

Four-firm sales concentration ratio

L)
Country a/ (%) ‘

1960 = 1978
United States | . 46 b/ 69
FPederal Republic of Germany 49 67
France ‘ 25 60
Ttaly 11 49
Netherlands [ - : 86
Sweden ' o o 35 A 81
Belgium-Luxembourg . 80 ¢f 90"
Denmark J S 8 . - 55
United Kigdom , - .70 4/

Source: See table B.

a/ Countries ordered by value of total coffee imports, 1976-1977.
b/ 1958. .

¢/ Three firms.

ﬁ] Two firms.

/In the
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In the 1960s, and particularly in the 1870s, there was a nsignificant trend
towards the "internationalization® of all major roasted coffee 'narkets except the
United States. The number of foreign processing affiliates con :rolled by the
leading TNCs has increased considerably over the last 20 years. These firms have
succeeded in obtaining strong market positions in most of the markets in which
they-are involved. As an indication of the transnational penetration of the
leaders, all five leading coffee roasting companies held at least one market
leadership position outside their home country in 1979, whereas in 1960 only one
company (Jacobs) held such a position. By 1979, foreign firms controlled more
than one~third of industry output in the Federal Republic of Germany, France and
the Scandinavian countries. In the Benelux countries, their share exceeded 75%
in that year. ”

(b) Soluble coffee market

The soluble coffee sector of the industry has grown rapidly since 1960,

and now accounts for about one-quarter of the volume of the coffee processing
industry's sales, This growth has not, however, been accompanied by any decline

in concentration, although the relative positions of the leaders has changed

over the period. As indicated in table 10 the TNCs, Nestlé and General Foods
together held about 73% of world sales of soluble coffee in 1960 and about 75%

in 1978, The lesser firms in the soluble sector of the industry are the same large
diversified firms which entered the reasted coffee sector; however, none has gained
more than 5% of the global soluble market,

Despite the rapid market expansion between 1960 and 1978, the soluble coffee
sector remained very highly concentrated within individual countries.. The average
foupr~firm concentration ratio for developed country markets stayed at about 85%
during the period (see table 11). In 1978, the 12 largest country markets all
had concentration ratios of over 75% and between 1968 and 1978 the four-firm
concentration ratrio in the United States and the Federal Republic of Germany rose
to above 90%. Despite the significant prowth of soluble markets in France,

Japan and the United Kingdom, four-firm concentration in those countries remained
above 90%.
/Table 10
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Table 10

SOLUBLE COFFEE INDUSTRY: MARKET SHARES OF LEADING THCs AND MEASURES
OF CONCENTRATION IN DEVELOPED COUNTRY MARKETS, 1960-1978

- ) [2)
Leading Firms Estimated market share (1%)

1360 1968 1875 1978
Nestlé (Switzerland) ' 33.5 31.0 43,5 42.0
General Foods (United States) 40,0 47,0 - 37.0 33.0
Procter and Gamble (United States) - 5.0 4,0 4,0
Ccnsolidated Foods (United States) - - - 2.0

Douwe Egberts (Netherlanés) a/. - - 2.0 -

Standard Brands (United States) ‘ - 2.5 1.0 1.0
Four~firm concentration ratio (%) 73.5 b/ 85.5 86.5 81.0

Source: See table B.

a/ Acquired by Consolidated Foods {United States) in 1977.
b/ Two-firm concentration ratio.

As indicated in table 12, the degree of foreign control of soluble coffee
markets has consistently been at a very high level in the major European economies,
ranging from about 75% to 95% of sales over the period 1968 and 1978. Although
the extent of foreign ownership was originally relatively low, in the Hetherlands,
it increased from 31% to 80% during the same decade.

In the United States, the extent of intermational penetratibn more than
doubled between 1960 and 1978, Table 13 shows that Nestlg initially lost part
of this market but then increased its share holding over 32% of soluble sales:in
1979, Most markets are now dominated by one or both of the two leading firms,
Westlé (Switzerland) and General Foods (United States). An examination of the top
four positions in each of the ten largest country markets shows that the six
leading firms held 30 out of 40 such leading positioms in 1978 compared with
only 18 in 1960. The breakdown of these industry positions by company contained

/Table 11
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Table 11

SOLUBLE COFFEE INDUSTRY: MARKET CONCENTRATION MEASURES IN 15

DEVELOPED COUNTRY MARKETS
(1968/1969~1977/1978)

Four~firm concentration ratio (%)

Comtry a/ —
- 1968/1969 1977/1978
United States 85 b/ 8l
Federal Republic of Germany 82 9y
France 97 92
Italy 95 ¢/ 86 ¢/
Japan 90 ¢/ .
Netherlands 66 d/ e/ 80
United Kingdom o 4/ 90
Sweden 96 .
Canada e/ .;.
Spain 92 ¢/ e/ 92 ¢/
Denmark 100 e
Switzerland 80 d/ .
Norway - 95 4/ 92 ¢/
Austria 75 4/ -
Creece 90 ¢/ ves
Source: See table 8.
a/ Countries ordered by value of total coffee imports in

b/ 1%967.

¢/ Two firms.
d/ Three firms.
e/ 19870-1971.

/Table 12
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Table 12

SOLUBLE COFFEE INDUSTRY: MARKET SHARES OF LEADING fIRMS, CONCENTRATION MEASURES,
AND THCS SHARES IN MAJOR DEVELOPED COUNTRIES (1968-1978) a/

United Kigdom

Fed. Rep. ' _
Germang France Ttaly Japan Nithzr Spain
Parent firm S : ands 1957~
1968 1974 1979 1968 1976 1968 1977 1968 1974 1978 1968 1976 1968 1978 1968:1970 1978
Nest1& (Switzerland) rank I I I I I I I II II II 11 II I1 IT ir II I1
Mkt. share (%) 30 40 41 80 70 80 76 60 67 69 26 17 80: 80 50 50 39
General Foods (USA): vrank b/ IV IV II II II I T I (1Iv) (1Vv) I I I I I
Mkt., share (%) 15 18 22 10 10 30 21 20 (5) (5) 12 12 27 26 23
Consolida‘ted FODdS: mnk P_/ . PR ¢ e PP III P P . P > e e (I) I P rea ine ) *aa
(USA) Mkt. share (%) ... ... ... . 5 ter wer eee e eee (32) U0 L. sih eee see aee
JaCObs (S“’I) rank II III lIvI " - Tve assw e ° R - - e e LIS * e T
Mkt- Shax'e (%) lg 18 16 LI s e e LY e e » . - - PR e e . e -8
EDOOkG—BOHd-Liebig: r'a-n-}( > LIy LI Y LI ) s e s e . ceae . - L) LI . . - III III
(UK) Mkt- ShaZ‘e (%) LN Y -e s LI » e .w s e s e R ) L) LI e .. - . LI l 15
Allied Breweries: ramk b/ ... cii civ il aee dee vee wae s e eva eae eee  aes IID)(III) VWV
(UK) Mkt, share (%) ... ... .. .e see  see wue  see ses  ses  was  wee see  sun (17) (12) ®©
DEK (FRG): rank 1 G N e O
Mkt. share (3) 17 20 18" tu. e cse  ese ase sse see ase Tees ses  ees et ere  eee
Coca Cola (USA) I‘ank V V V .0 --‘- o s .. e e . . n a8 s e e oao‘ P VII VI IV
Mkt.share (9) ki - - e ess aee  ese ses sas ses te eea eee  we - - 12
Four-firm concentration
ratio (%) 81 91 97 90 100 3100 100 100 100 71 80 100 100 96 92 89
Share of leading foreign ' :
firm E/ (%) 73 81 80 85 80 76 90 88 89 31 80 92 92 77 7% 74

73

Source: See table 8.

a/ Countries listed in order of value of coffee imports, 1976-19?7
b/ Market share of affiliates before acquisition by parent corporatlon indicated in parenthesis.
c/ Includes only leading firms in the above list.

'
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Table 13

UNITED STATES: LEADING FIRM RANK AND MARKET SHARES, AND
SOLUBLE COFFEE INDUSTRY CONCENTRATION (1968-1979)

Years
Parent. corporation _
- 1968 1870 18975 - 1978 1979
General Foods: _: rafk I I - I I I
Mkt, share (%) . © . 53.0 51.15 51.0- 18,3 47,5
Westlé: ~ rank oI 11 5 S I . I
Mkt. share (%) 14,0 23.0 29,5 32,1 32.5
Procter & Gamble:a/rank - III ITI III III FR
Mkt. share. (%) " 7.5 8.0 8,0 8.0 - 8.5
Standard Brands: rank , v . IV v IV v
' Mkt. share (%) . 4,0 3.2 1.9 2.0 2.0
Atalla Group b/ rank \ VI \Y
' Mkt, share (%) .- . (2.7 (1.5). (0.9) 0.3 . 0.2
Borden: - . rank VI v VI -V v
Mkt, sharve (%) 7 1.0 . 1.8 0.7 1.0 1.0
Pour-firm sales concentration : ' K
ratio. . ) 78.5 85.5 90.5 90.4 . 90.5
Leading foreign firm : '
control d/ (%) 14,0 23.0 29.5 3z.u4 32.7

Source: See table i.

a/ Acquired Folgers in 1967. Shares for previous years (in parentheses) are
for acquired company. <

b/ Acquired Hills Bros. (USA) in 1976. Shares in previous years (in parentheses)
are for acquired company. :

¢/ TIncludes only 1ead1ng firms in the above llst.

/in table
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in table 14 shows that the two leading THCs were in the top four in each of these

major markets. Overall, the leaders had about 120 foreign coffee processing

affiliates in 1980, half of them in developed countries. Most of the 60 developing

countyy affiliates of leaders are producing soluble coffee, with Nestléd alone

accounting for 40% of total affiliate numbers and Brooke Bond {(United Kingdom)

and Lyons (United Kingdom) together acecounting for another 20%. ‘
Affiliates of TNCs in Brazil and Central America have substantial export

operations while in Africa most operations are oriented to the local market.

Brazil has fostered soluble coffee processing and exports in part through fiscal

incentives, About half of its capacity is foreign owned, with all the leading

soluble coffee producers present except for General Foods.
Table 1k

SOLUBLE COFFEE INDUSTRY: POSITIONS AMONG FOUR TOP TWCs HELD BY INDUSTRY
LEADERS IN TEN DEVELOPED COUNTRY MARKETS, 1960 AND 1378 a/

¢ .- .Marker leader positions held

Leading firms

1860 1978
Nestld (Switzerland) . . . o 9 10
General Foods (United States) = g8 10
Procter and Gamble (United States) Q- 2
Consolidated Foods (United States) 0 3
Standard Brands (United States) 1 3
Coca Cola (United States) 0 _ 2
Leadership positions held : - 18 30
Total leadership positions 40 4G

Source: See table B.

a/ Countries included are: Canada, Federal Republic of Germany, France
Italy, Japan, Netherlands, Spain, Switzerland, the United Kingdom
and the United States.

/4. Concentration
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4, Concentration in the retail food distribution in the main
consumey markets

The major sales channels for coffee processors are retail food distribution
systems. Table 15 provides summary data on the.changing structure of the retail
food distribution industry in some of the major developed market economies. -Over
the last two decades, food distribution industries in most developed countries
have become increasingly large scale and concentrated. These concentrated buying
industries present both opportunities and challenges to large scale food
processors, Opportunities and differential advantages to the dominant coffee
Processors arise from dealing on a large scale and resulting reduced transaction
costs and shared benefits from nationwide product promotion. At the same time,
large buyers (retail chains,co-operatives, etc.) may exercise considerable
negotiating capacity towards the dominant processors who seek to use their implicit
market power. The retailers' scale and assured internal sales volume permit
them to integrate-backwards'into processing, to promote house brands, and. to.
threaten to withhold sales in important market segments.h Since these oligopolistic
confrontations are sometimes perceived as creating important opportunities for
entry into the processing industry by; among others, enterprises from coffee
producing countriés, the following paragraphs examine this issue in depth.

Concentration in the food distribution industry varies considerably among
developed countries, as shown in table 16. The transformation of retailing away
from the small independent outlet occurred first in the United.StateSrduring the
1940s and 1950s. By the early 1960s, the phenomenon had spread elsewhere with,
for example, large scale distributors in the United Kingdom mafket controlling
nearly half the market. With the exception of Italy. Western Europe had followed
the same pattern. In all countries, private integrated retail chains have steadily
increased their market shares, with super and.hypermarkets experiencing the most
rapid growth., Large scale units hold more than 60% of total food sales in the
United States and the United Kingdom, where private chains predqminafe; as well as
in the Federal Republic of Germany, Scandinavia and Switzerland, where co-operative
and trade associations have strong positions (see again table 15). In many
countries, independent retailers have formed voluntary or co-operative purchasing
societies through which they can secure better terms and the economies of scale

associated with large volume purchases.
/Table 15
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Table 15

RETAIL FOOD DISTRIBUTION IN INDUSTRIALIZED COUNTRY MARKETS: SHARE OF
THREE TYPES OF TRADING (1860-1978)

(Percentage of total sales)

Type of trading

Integrated/ Co-operative
Country multiple sacieties Independents
retailing associated c/
a/ N retailing b/
‘ =~ 4 '
United States 1963 u7.0 53.0
1974 57.0 43.0
United Kingdom 1961 25.0 18.0 57.0
. 1966 32.0 15.5 52.5
1975 1.0 12.0 47.0
France 1988 26.5 15.5 58.0
1974 30.0 17.5 52.5
Federal Republic
of Germany . 1871 _ 22.5 73.5 .0
Denmark 13871 10.5 45.5 L4.0
Ttaly 1971 5.0 g 11.0 I
1978 ' 30.0 70.0
The Netherlands 1971 24.0 35.0 41.0

Switzerland 1971 47.0 yh, 0 13.0

Source: OECD, Impact of Multinational Enterprises, op. cit., 1979, Chapter V;
"The Distributive Trade in the Common Market™; Agra alimentation, No. #4563
P. Rohner "Detailhandel in der Schweiz", Zurich, 1973,

4]

/  Supermarkets and department stores, chain stores.
/  Consumer co-operative and associated retailing organizations.
/  Independent traditional retailing.

1

1o

/The expansion
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The expansion of multiple and integrated trade has led to increased overall
concentration in the food retailing system. In recent years, the share of the
top four firms in each of the major industrialized countries have continued to
rise or have remained at very high levels. The largest increase in concentration
has occurred in the United‘ﬁingdom where the four leading chains increased their
share from 40% in l959 to 60% in 1974 through both mergers and aggressive price
competition (see again-table-16). Concentration has increased similarly in
France and Italy, although it is at a much lower level, Denmark, the Federal
Republic of Germany and Scandinavia show high and stable concentration ratios,
reflecting the strength of co—pperative'apd associated societies. In the
United States, the already high level of concentratiqp continued to increase in
the 1970s, although several food distribution leaders experienced serious financial
difficulties.

Diyect evidence of the mutuality of interests of large-scale retailers and
coffee processors is not‘readily available, However, the cost advantagzes to
retailers of dealing with only a few suppliers of high volume items, such as
coffee, are apparent. Many retail chains in the United States actively promote
well~known brand-name products in their own advertisementé wmder cost—Sharing
arrangements with the processors. Coffee itself is frequently used by retailers

as a loss leader that is advertised at a lower price than usual to attract

customers.,
Table 16
SELECTED DEVELOPEZD COUNTRIES: CONCENTRATION IN FOOD RETAIL
DISTRIBUTTON (1960-1970 AND-1973—197u)3
Four-firm sales concentration ratio a/
Country 1969-1970 . : . 1973-1974
(%) total . (%) total
United States Q/ 50.5 52.0
Federal Republic of Germany 27.0 28.0
France 31.0 37.0
United Kingdom 40.0 60.0
Denmark 69.0 7L.0

Source: European Economic Commission. Sixth Report on Competition Policy,
1977, p. 183. The Profit and Price Performance of Leading Food
Chains, 1970-1574: Joint Economic Committee ¢f the Congress,
Washington, D.C., 1977,
a/ Food distribution trade excluding "independent' retailers.
b/ 1967 and 1975 average four-firm concentration ratio for the Standard
dJetropolitan Statistical Areas, United States.

/The advantages
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The advantages to retailers of dealing with large-scale processors can be
eroded if prices and margins arve considered to be inadequate. If this occurs, the
retailers' countervailing strategic options range'from direct investment in
oroduction facilities to refusal to trade. The effectiveness of such counter
strategies by larger retailers was illustrated in 1377 when two of the largest
United Kingdom retail concerns, Tesco and the British Co-operative Wholesale Society
challenged proposed price rises for soluﬁle coffee by-Nestié and General Foods.

The coffee THCs leaders reportedly refused to loﬂér their prices to levels
consistent with the declines in world coffee pfices. With price competition ranging
in the United Kingdom distribution sector and soluble coffee often used as a loss
leader, the retail concerns sought rebates from the processors. When their
negotiations were unsuccessful, the two retail giants boycotted the processors,
securing supplies from imports and indepeﬁdent domestic manufacturers. They also
introduced their own house~brand products and sold them unchallenged in their
respective retail networks. By increaéing promotion and lowering prices, the
retailers succeeded in gaining significant marketrshares 1/ By 1978, these
strategies had lifted the sales of the Tesco retail chain to lOv of the retail
soluble market. Eventually, Nestl& and General Foods altered their price
quotations.gj

The coffee processoré posséss.refaliéiory options which deter the use of such
withdrawal strategies by fétailers. In parficﬁlar, the diversified food TNCs
can themselves threaten to withhold their other products from the retailers.

In additioﬂ, the industry leaders against whom the.withdraWal threat might be

made are. also among the principal suppliers for private brands.3/ Coca Cola

l/ Previocusly, the market share of private label brands of soluble coffee
had declined from 35% in 1973 to 24% in 1977. ("A Study of the Cost Structure
and Retail Prices of Selected Food Products in the United Kingdom", Commission
of the European Economic Commnities, Working Paper Ne, 12, Evolution of
Concentration and Competition Series.)

2/ Tea and Coffee Trade Journal, February 1879, London.

3/ Private label processing is an activity with a lower return, and often
constitutes a use for any excess capacity of the leaders,

/(Tenco, Ibenco),
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(Tenco, Ibenco) Jacobs and Tchlbo (UEK), Standard Brands and Hestlé are major
private label suppllers, accounting for up to 80% of Unlted States and European
private label soluble processing, even though some firms from developing countrles
(especially Brazml) have expanoed direct export sales of the product. Conseohently,
retailers may encounter serlous dlfflcultles w1th alternative coffee supplies if
all relatlons w1th the leadlng firms are cut off As & bargalnlng tool, therefore,
a few of the larger retalllng firms have chosen to maintain their own soluble
coffee proces31ng plants to ensure their private label supplies. The retellers'with
such operations include in the United States, AE P, Safeway Stores and Kroger Co.;
in the Netherlands Ahold, de Gruyter and Albert Heyn; in Austria;'Julius Meine;
in the Unlted Klngdom, Tesco and the Wholesale Co~operative Soclety, in France,
Carrefour and Ca31no, in Sw1tzerland Mlgros, in Sweden, Frbundet Kooperatlva,
and in Denmark FDB.
Retailers have also been able, on occa81on, to use the withdrawal strategy
to block coffee market entry by dlver51f1ed foed processors. Until the early 1960s,
the Danish food distributors succeeded in retaining almost full control of retail
coffee sales, and excluded the competing products of the industry leaders, The
retailers' advertising stressed "fresh groﬁnd coffee from the grocer" and o
promotions such as lotteries, When Unilever sought to introduce vacuum-packed
branded coffee into the market, the dlstrlbutors threatened to boycott all Unilever
products., Eventually, an agreement was reached whereby Unilever's brand would
be sold, but a passive (low advertising) sales policy would be followed. By
the early 1970s, however, the grocers‘ res1stance had fallen any they embarked on
branded roast coffee marketlng as well. By 1979, about 70% of Danish coffee was
sold in the branded vaccum~packed form, with the large co~operative concern,-FDB,
accounting for about.20% ofrthe market with its Cirkel Brand. Branded coffees
marketed by transnational food processors held only about 20% of the market.l/
Established processors ‘may also pursue strategies with retailers that '
restrict entry by new rlvals, For a firm to use the major dlStPlbutlon channels

either to penetrate a nationwide coffee product market or to retain its share

l/ The Evolution of Concentration and Prices in the Food and Beverages
Industries for Denmark {Commission of the Luropean Communities, Brussels, July
1978).

/requires not
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requires not only large~-scale processing or suppliers, but also considerable
market entry and maintenance costs. Advertising and promotion expenditures by
minors or new entrants need to be large enough to oblige distributores to alter
their relationships with established firms. When Brooke Bond fipst attempted to
launch its "Brazilian Blend" coffee in the United Kingdom market,rthe large distribu-
tion chains.refused_té carry the prodﬁct, despite massive advertising campaigns and
competitive‘priqing. The cited reason was their fear of retaliation by the astablish.
ed leaders. Brboke Bornd was aécepted by the major food distribution chains only afte
larpe promotioﬁ.exPenditures, e.g; 125 QOO‘pounds,sterling advertising a week,
50 million coupons, advantageous margins, and véry successful regional market tests,
By 1978, Brooke Bond had built a 10% share of the‘United Kingdom scluble market.l/

Some of the larger specialis; fifms h;ve.set up their own networks of retail
coffee shops to secure brand identification and protect their product market outlets
(e.g., Jacobs, Tchibo, Eduscho in the Federal Republic of Germany, UCC in Japan, and
Chock-Full-Q'Muts in the United States). These specialized shops serve coffee
prepared as a beverage and sell roasted coffee in bean or gréund form. In the
Federal Republic of Germany,-speciali§ed:retailAoutlets account for 35% of all
roasted coffee sales, while grocery retailers account for 25% and integrated chains
(supermarkets) for 29@.2/ | . |

Although the ev1dence is far from conclusxve, the growth of concentrated food
distribution industries appears to set some upper limits on the degree of
concentration in coffeenprocessing and, by ektension,{in otﬁer differentiated food
product industries. Overall, the large retallers hold direct control over only
10-20% of soluble coffee sales i.e., prlvate brands either processad in
their own plants or by independent firms while specialized coffee processors,
distributors and retail chains hold varying but sometimes significant parts offthe
roasted coffee markets. The extent to which the diversified processors are able to
capture even larger shares of either product segment in major mafkets will be
limited, among other things, by the unwillingneés,of“the majdr distributops to be
subject to the gnchecked use of market power and by'fbe profitability of coffeé

processing as an integrated part of their overall operatiom.

1/ Tea and Coffee Trade Journal, February 1978.

2/ MM% ICOo, 19 October 1979,
EB/1747/79.
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: II. STRATEGIES AND POLICIES OF THE MAIN ACTORS IN THE
COFFEE WORLD MARKET

1. Evpansion strategies of TNCs

The conclusion from the previous chapter was that the dlver51f1ed
-ransnatlonally orlented leaders in the coffee industry have substantlally increased:
“heir worldwide 1nflugnce in the sector over the last two decades. The declining
qumber of éurviving coffee specialists have had to adapt their dperatiéns to the
overall dominance of the diversified TWCs partly by increasing promotion eépendifures
and partly by focusing on special segments of the market. This section examines
nore in depth evidence regarding the strategies of both the diversified THCs and
‘he specialists in the coffee industry'és these have affected competitive industry
aMWaMlﬂﬂéﬁcmwmmﬁminmmmummlmﬁﬂ& Three aspects of these
strategies are reviewed: mergers and acquisitions, marketing practices and technology
sontrol. ' :

.a)  Mergers and acquisitions

Although the TNCs leaders hawve sought to expand their shares of the coffee

market fhrough a variety of means, virtually all the major firms have been active in

acquiring established coffee industry rivals. Acquisitions which facilitate entry to-

1 national market may be'expected to have somewhat different effects on national
nd global'concentration'1evels'from‘thosé which have the primary effect of
seducing numbers of rivals in an established national market, and, for th;s reason,
it is useful to distinguish between the two types of acquisition.

In the United States,thed;vers;f;ed roasted coffee leaders all established'théir
initiﬁl positibﬁs throuéh the acquiéitidn of regionally important processors. In
“his manner, General Foods became a national coffee distributor in the 1930s, while
>rocter and Gawble, Staﬁdard‘Brénds and Coca Cola bought major‘specialist'firms'and
:ntered the national United States market in the 1960s. The larger European -
specialists (e.g., UFIMA in France, I/S Forende Kaffee in Denmark, Lavazza in Italy)
followed similar.strategies, consolidating their shares through mergers in the 1960s
:nd early 1970s. - At the same time, the national market leaders in the Federal - -
Republic of Germany and the Netherlands, where markets were  already significant}y

concentrated, increased their foreign operations by acquiring national leaders.

/Douwe i:gbérté y
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Douwe Egberts, Van Nelle (both subsequently acquired by diversified transnational
corporations) and Jacobs began or 31gn1f1cantly increased their participation in
foreign markets during the 19605 and 1970s in this fashion.

The world industry leader, General Foods, started its transnational expansion
in the early 1960s, focusing on Western Europe. It chose acquisition as its preferr
form of entry inte country markets, as it had previously to establish itself in the
United States. The acquisiticn of P. Lemonnier ianrance and Coffee A.S. and Geluvi
in Scandinavia provided strong entering positions in those two markets. In the
late 1970s, three other United States-based diversified food TNCs —StandardrBrands,
Consolidated Foods and American Brands~ entered the Eurcpean coffee processing indust:
even though the latter two did not have significant coffee market positions in their
home country. Their entry was through the acquisition of leading Dutch firms (Van -
Nelle, Douwe Egberts and_Niemewyér respectively) which thenmselves already had other
European affiliates. In‘1979, General Foods reinforced its position by acquiring
the leading Buropean producer of decaffeinated coffee, Hag of the Federal Republic of
Germany. Jacobs followed by acquiring.anothér major producer of decaffeinated coffec
Coffex SA of Switzerland, and has also expanded its roasted coffee operations in
Canada, Belgium, France and Scand.mana through acqulsltlons. |

In the United Kingdom, beverage-oriented transnationals (Allled Breweries,
Associated British Foods, Brocke Bond and Cadbury-Schweppes) consolidated their
cperations by taking control of other léading firms in the beverage industry (Lyons,
Twining, Liebig and Typhoo respectively) which had previousiy acquired large coffee
processing specialists. However, these firms continued to face foreign-based
industyy leaders (Nestlé and General Foocds) in their home market. Unilever, in this
same period, virtually withdrew from the coffee industry in the Uﬁited Kingdom, in
which it had had a relatively modest stake.

As part of their growth strategies, some leaders have shown willingness to
establish joint-ventures with governments or with other private firms in order to
secure access to specific country markets, Competing leaders in the United Kingdom
and the Federal Republic of Germany have also formed joint ventures among themselves
for their foreign operations. Nesflé has chosen to engage in partnership with
government entities in several countries, with arrangements that usually grant the

plant a monopoly over the domestic market.

/In sum,
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In sum the diversified transnationals have obtained a largé part of their
osresent leading position in the coffee 1ndustny through selective acqulsltlons of
Jell-established’ natlonal leaders, 1nclud1ng previous competitors, in the larger
country markets. These pOllCleS, in combination with their effectiwve promotional
wetivities and, to a lesser extent, their control of technologies, have diminished
the number of effective rivals in the'respectivé.mérkéts and have directly or
indirectly incredsed the costs and risks of market entry to new rivals.

{b) Marketing modalltles

Product brandlng and dlfferentlatlon constitute the second strategic element
used by firms seeking to gain or maintain high market shares. Although, in pr1nc1ple3
111 firms in the fndustry may promote their products, the ability to use the wide
range of promotional techniques has been particularly well developed by the diversifie.
TNCs in the food industry. Leaders in the soluble coffee market have used
advertising as'a.major element in their competitive strategies, and advertising
s:penditures for soluble coffee have been consistently higher than for roasted coffee.
ﬂeveftheless, since 1960 thére has been a significant shift fo'higher'promotion in
the roasted coffee segment, - ‘ | ' - '

Specific coffee promotion budgets arve seldom published at the firm level.
Cowever, available data show that the overall advertising-to-sales ratio for coffee
sanges from‘3 to 10% in méjor bountry‘mérkets. In the United Klngdom, the prOmotlon
:nd advert:slng costs of soluble coffee manufacturers averaged 10% of sales in
.976.1/ Advertising is “concentrated among the larger firms. In the United States’,
sxpenditures By'the four largest coffee produders accounted for three-guarters of the
.ndhstny's mass media ddvertising expenditures in 1976. Media advertising by the
Zour United States leaders represented 3.6% of total coffee sales in 1975, compared
with 2.6% in 1967.2/ ' '

Trade press reports offer some 1nformatlcn on the promotional costs associated
4ith the 1ntroduct10n of new coffée brands. In launchlng Ble, an extender blend type

»f instant coffee,General foods spent 3 million pounds sterllng in the United Kingdom

1/ Royal Price Commission, Coffee: Prices, Costs and ManlnS (Unlted Kingdom,
eport No. 23, 1977, London). Royaltles paid by Nestld and General Foods affiliates -
o their parent-companies increased in the period 1974-1976 from 1.5% to 2.4%% of
ndustry sales, or in cash terms from 1.6 million to . 4.3 million pounds sterling.

2/ See J. Connor, The United States Food and Tebacco Manufacturing Industries'

arket Structure, Structural Change and Economic Performance (United States Department
sf Agriculture, Washington, D.C., March 1980 (Report 451)),

/in 1977,
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in 1977, equivalent to about 6% of its United Kingdom soluble coffee sales revenue.
Nestl€ devoted a similar amount to start its "Elevensee" extender coffee product.l/
the introduction of a new "economy flaked" roasted coffee, Procter and Gamble spent
USS 13.1 million in measured media advertising during 1978, an estimated 9%
adverfising-to~sales ratio.gj It reported expenditures of USS 1.5 million per monti.
in 1878 for its advertising campaipn in the Eastern States. General Foods, which
was competing in the same region, reportdely spent twice this amount in a counter-
campaign.3/ Nevertheless, the intensive promotion attained a 4% share of the brandc.
roasted coffee market for the new product by the end of 1978, InEgnsive advertising
canmpaigns are also associated with attempts to expand market sharés through mergers
and acquisitions, :

A study of acquisitions and mergers in the United States food sector reveals a
doubling of advertising expenditures for the product lines of the new affiliates.l/

During the periods of sharp rises in bean prices (1973-1974 and 1976-1977),
coffee advertising outlays were stagnant in the United States, and processing levels
reportedly declined, In 1977, measured media coffee advertising expenditures by
General Foods dropped by US$ 10 million, a 25% decline from 1976 levels.5/ In
contrast, in the intense market-share battle in the United States‘in 1978-1979, when
prices of green beans fell, some leaders doubled their advertising expenditures.
However, this strong rivalry for market shares did not lead to a reduction in margi
or profits. Processed product prices did not follow the price of green beans so the
processors' margins rose and firms' net profits increased. Coffee processors gross
profits per pound were almost double their historic levels.8/ According to one
industry analyst, this situation was particularly pronounced for soluble products

because there were only two major competitors.7/

1/ The new extender coffee product was introduced at the time of a sharp
increase in coffee prices, and claimed 20% more cups per pound of coffee.
2/ Ibid.
3/ The New York Times, 28 January 1979.
. 4/ Russel Parker, "Concentration in the Food Industry: A Warning", The Executit
Vol. 4, Wo. 1, March 1978, Cormell University, Ithaca.
5/ "The 100 Top Advertisers", Advertising Age, 26 February 1978.
Ey Business Week, 1 Qctober 1979. '
7/ Article quoting R.J. Cummings of Loeb, Rhoedes, Hormblower, in New York
Times, 17 January 1879.

/Promotion by
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Promotion by the leading processors has also managed to overcome consumer
resistance to new products arising from either. different habits or tastes, or from
higher costs. For instance, when Nestlé first attempted.to exploit a lyophilized
soluble coffee in. Germany, it encountered stiff market resistance because the Qroduct
bore little resemblance to the coffee typically consumed in that country. HoweVef, -
rather than change the technology, Nestlé decided that, with appropriate promotion,
consumers could be persuaded to accept the product. The market was re-tested and a
new strategy devised, based on the promotion of a "revolutionary new process'. }Publiu
acceptance of the lyophilized coffee increased, with many consumers believing the |
product to be superior to normal roasted coffee.l/ :

In a similar fashion, Nestlé created a demand for its soluble coffee products
in West Africa through intemsive promotion efforts., With effective advertising
campaigns, newly introduced items gradually became‘anlintegrgl part of 1ocal' -
consumption patterns, substituting for other local foods that were part of the
traditional diet.2/

Advertising efforts for higher margin soluble coffees are greater tham for
roasted coffee. Not only are attempts to introduce new products associated ﬁith
aggressive advertising campaigns, but geographic diversification info new market
areas, particularly when not done through acquisitions, is associated with very
intensive mass media and retail promotion efforts. Penetration of new market segment:
may be done in conjunction with direct or indirect price wars, e.g., coupoﬁing, benus
sales to retailers, etc. Smaller regional processors who cannot match these costs
over an extended period have been particularly affected.3/ In the United States,
"predatory pricing" behaviour by the leaders (i.e., Procter and Gamble and Gengral
Foods) has been subject to a number of court injunctions. _

In differentiated product oligopolies, such as the coffee industry, rivalny
among leaders may be strong. Large advertiéing and promotional budgets are used to

conquer distribution channels and to lure ccnsumer demand from one branded product

1/ P, d'Antin, "The Nestlé product manager as demi—god" Eurcpean Business,
Sprlng 1971, pp. 44-u49,

2/ J. Masini, et al., Multinationals and Development in Black Africa (Eurcpean
Centre for Study and Information on Multinational Corporations, Brussels, 1979).

3/ G. Willard Mueller, "Monopoly, Mergers and TV Advertising: New March to
the Sea", Wage-Price Law and Economic Review, Vol. 3, No. 1, 1978, PP- © 83-96.
T [fto another.
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to another, = Market shares can fluctuate, particularly with the introducticn of a new
product by competitors. The evidence seems clear, however, that the net effect of the
types of price and non-price rivalry cbserved in the coffee sector has been to
strengthen the market positions of the large established processors, rather than
~npening the industry to smaller scale entrants. This way the entry barriers for
Individual developing producer countries seem to be almost prohibitive.

t¢) Imnovation and technology control

Leading TNCs dominance in the industry is in part supported by their
introduction of new products, which create or expand their growth opportunities in
specific market segments, and by proprietary control of innovative processing
*echnologies. ,

Most of the innovations in the coffee industry have been in soluble coffee
manufacturing. Technical improvements have focused primarily on two areas: making
the appearance and taste of soluble coffee similar to that of roasted coffee and,
second, cutting manufacturing costs by reducing the use of highér-priced raw
materials (by improving the extraction rates of the processes that convert green
beans into soluble coffee, and by developing a wide range of coffee extenders, whereby
coffee is replaced by other materials, including malt, barley, chicory, sugar and
chemical substances), 7

In the production of soluble coffee, raw material requirements are less critica
~han for roast coffee, because soluble coffee processing neutralizes the acids
responsible for the bitterness of lower grade coffee beans. Unlike roasted coffee,
the taste of soluble coffee is not impaired by "lower quality" robusta coffee raw
materials. ‘In addition, robusta coffee tends to have a higher caffeine content than
the higher quality arabica coffee, permitting higher overall extraction rates.l/
3oluble coffee processes themselves have been improved over the years, with the
average extraction rate falling from more than 3.5 pounds of raw material to 1 pound
of soluble product in the 1950s to less than 2.5 pounds in the mid-1970s.2/

Numerous process technologies have been introduced since Nestlé used its dried
milk processing experience to produce the first soluble coffee by columar
percolation in the late 1930s. The early product contained about 50% added

1/ cf. Marketing Accounts, April 1980, pp. 129-130. The extraction rate is the
quantity of green beans required per pound of soluble coffee. See part I. 1. (a)
above.

2/ Coffee Statistics, 1875, Pan American Coffee Association, Hew York.

/carbochydrates. The
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carbohydrates, The next major process inmovation, introduced by General Foods in ti
1950s, yielded a spray-dried coffee product with better flavour retention and
solubility. As a result, General Foods gained market shares from Nestld, especially
in the United States. Nestl& then partially abandoned the carbohydrate addition anc
produced a darker, less dusty agglomerate from a spray-drying process similar to the
of General Foods. In the late 1960s, Nestlé regained its technical lead by
introducing freeze-dried coffee. In the early 1970s, improved extraction and
agglomeration procedures and aroma enhancement brought other new products on to the
market. - Many of the new technologies in soluble coffee processing were developed (o
acquired) and patented directly by the leading firms. After the initial Nestlé
soluble patents in 1244, General Foods became extremely active in controlling proces«
and product developments.l/ ' | |

Of some 290 coffee-related patents issued in Furope, Japan and North America
from the mid-1960s +to the early 1970s, General Foods held 113 and Nestlé 24. This
situation contrasts with most other food processing lines where technologies are
either widely diffused or controlled by equipment manufacturers and other non-food -
firms. The soluble coffee sector leaders thus appear to be in a good position-to
restrict rivals' access to cost-reducing or new product technologies,' that is, to
create additional barriers to 1ndustry entry, partlcularly for the-developing
producer countries. - "

In comparison with solubles, technological advance for roasted coffee has hee:
modest, concerned mostly with packaging,i.e.,ground roasted coffee packing and vacuu.
packing. A separate innovation has been the introduction of décaffeinated blends
for both soluble and roasted coffée products. Consumption of decaffeinated coffee ha:
increased mafkedij‘in recent years, in part because of the adverse health effects

attributed to the caffeine content of regular coffee.2/ The growing importance ‘of .

1/ In 1968, Ganeral Foods was sued by Struthers Wells Corporatlon, an
engineering and manufacturing company with expertlse in erystallization technology,
for failing to observe their 1964 agreement. 'Struthers, which had been granted:
patents for removal of wax residues and various freeze-dried coffee processes, filed
patent infringement suits -against General Foods.- General Foods had also to settle
two suits it had brought against Nestlé in France and Canada.

2/ See Chemical Marketing, 21 August 1978 and Science, November 1980,

/decaffeinated coffee
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decaffeinated coffee prompted two of the largest leaders (General Foods and Jacobs)
to acquire leading Eurcpean patent-holding specialists for that product, Hag of the
Federal Republic of Cermany and Coffex of Switzerland, respectively.

The sharp increase of coffee prices in the late 1970s provided strong incentiv:w:
for processors to introduce raw material-saving products. Lines of coffee extender
products were promoted and higher yielding éxtenders or "economy'" blend roasted
coffee products were launched on the market. By 1978, all major processors in the
United States were marketing their own brands of extender-economy type of products.l’
These products claim -to_stretch the consumer's expenditure by decreasing the cost
per cup. For instance, 13 ounce packages are advertised as yielding as many cups as
1 pound cans of régular ground coffee. In a period of high coffee prices, this new
market segment appeared equally appealing to both roasters and consumers. Large
promotion budgets were devoted to the positioning of these products regionaily and
then nationwide. By 1879, extenders and economy-type coffee products accounted for
8-10% of the consumer market in the United States, compared with less thamn 0.5% in
1973. Their market share was more significant in the United Kingdom (30%) and in
France {20%). However, the drop in the price of régular coffee in early 1980 was
reported to have reduced sales of these economy blends, and their advertising budgets
declined.2/ This way the large TNCs reacted successfully to maintain or increase
their benefits in different stages of the coffee production cycle.

Because new and more sophisticated products may be crucial in gaining market
shares and foreing out rivals, the leading TNCs contfol of the patents for the
equipment necessary for manufacturing has meant increased costs for potential rivals
Both General Foods and Nestlé have sought to control new soluble processes either
through the direct purchase of patents from proﬁess inventors or through the

acquisition of the specialized firms holding the technologies.

1/ Cf. General Foods (Mellow Roast, Master Blend, Dividend Coffee); Procter
and Gamble (flsked coffee); Hills Bros. (High Yield); Coca Cola (Buttermut Extra
Measure, Maryland Club); Nestld (Sunrise). General Foods spent over US$ 5 million in
advertising Mellow Roast in 1877. "The Top 100 Advertisers'", Advertising Age,
February 1878.

2/ Advertising Age, 2 February 1380.

/2. Policies
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2. Policies of consumer'country governments

The coffee market is subject to varying degrees of government 1ntervent10n in
different consumer countrles. The trends in 1ndustry structure reflect, in some
measure, the constraints and opportunitiés associated with these country-specific
policies, Publlc pollcy in consumer countrles has affected thestrategles of the lead-
ing flrms, and consequently market structure in fcur maln areas, namely 1mport taxes
and trade restrictions, pr1cmg and marketmg regulat:.ons, foreign 1nvestmentl and
anti-trust measures, and restrictive trade and business practices.‘ Of.course’.
these factors influenced also the incomes of developing producer cocntries and the
barriers to thelr eventual 1ndependent entry in the consumer markets. '

(a) Import duties and special consumptlon taxes

Trade restrictions and internal taxation by cohsumer countries affect bcth%
final prlce to consumers and the Competltlon faced by coffee from other beverages._
Thus, the structure and weight of fiscal charges in 1mport1ng countries have a '
direct effect on consumption and market opportunities. The exlstence of dlscrlmlnatc:
rates according to the degree of processing or the origin of imported beans also
affects trade flows and the investment strategles of processors seeking to penetrate

‘oreign markets. o _ .

Until the 1950s, the United Btates, the Benelcx'ccuntries and Norway did not
impose import duties or spec:.al taxes on coffee. Most other countries had an ad
valorem import duty of between 10 and 25%.1/ The Federal Republlc of Germa:ny9

*inland, France and Italy also lev1ed spec;al consumptlon taxes equ1valent to 50 80%
3f the 1mport value of coffee, resultlng in a total tax burden of about 100% of
import value. 2/ Custom duty schedules were made more unlform with the formation of
the Eurcpean Economic Commmity (EEC) and the European Free Trade Area (EFTA).

Trade within these economic regions was exempted from import duties, although coffee
imports from non-associated countries continued to be taxed. For soluble coffee,
the latter levies were about 20% ad valorem for EEC countries and 10% for EFTA.

1/ chever, 1ndustr1al countrles .such as France, the Un;ted Klngdom and Spain
usually granted 1mport duty exemptlon or preferential treatment to imports from

their former colonies.
2/ Monthly Review of Agricultural Statisties, Vel. 9, September 1960, Food

and Agrlcultural Organization, Rome.

/However, by
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However, by 1979, members of the EEC had eliminated duties on intra-community
coffee trade and on imports from the African, Caribbean and Pacific (ACP) countries
associated with the EEC under the Lom& Convention. This Convention also has an
export earnings stabilization mechanism which benefits the associated countries
substantially. The system known as STABEY, provides that, under certain conditions,l
reductions in export earnings caused by fluctuations in the prices of certain
commodities may be compensated for through donations or loans at very low interest.”
Up to 13979, transfers on account of low coffee export earnings were minimal owing to
the remunerative prices which prevailed in the market. Of a total of 350 million
units of account assigned to the STABEX operations between 1975 and 1978, a total of
314 million were used but only 14.5 million for coffee.3/ It must be assumed that ii
recent years, owing to the sharp drop in the international prices of coffee, transfer
under STABEX have increased significantly.

For imports of coffee from all other countries, including those of Latin
America, duties vary in accordance with the type of coffee and its country of origin,
with lower levies for countries included in the General System of Preferences. Rates
for processed coffee from non-exempt countries are two to three times as high as
those for green beans. A summary of the current rates of duty on coffee imported
into the EEC is contained in table 17. Specific consumption taxes, however, remain
at thé discretion of individual countries, and those which levied them previously
continue to do so.

Import duties and other taxes may be expected to affect market size and growth
as well as processor entry, margins, ete., through their influence on firms'
strategies and investment patterns. Host transnational expansion occurred after
the EEC came into being. Also, countries without specific coffee taxes, e 8.,
Denmark, the Benelux countries, Switzerland and Sweden appeared particularly
attractive to foreign investment. The differential tariff rates are alsc relevant
for coffee expo?ting countries, since demand in the EEC is oriented toward the robus .
type coffee of ACP countriés, which enjoy duty free access for both raw and processed

coffee products.

1/ Under the Lom# Convention the exported commodity must represent at least 6.5%
of the total exports of the country concerned and the reduction in earnings must be
higher than 6.5% of the average earnings recorded in the past four years if the counir
is to enjoy the benefits of STABEY. Both these requirements are reduced to 2% in the
cases of the U7 ACP relatively less developed or landlocked or island countries. o

2/ The system is applied in the case of nearly all agricultural exports. For’
minerals there is a special system.

3/ See Leonardo Pineda-Serna, "Las exportaciones latinoamericanas de café hacia
la CEE: pasado, presente y futuro", mimeographed document, Amsterdam.

/Table 17
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Table 17

EUROPEAN COMMUNITY: RATES OF COFFEE CUSTOMS DUTIES (JULY 1979)

Rate of custome_duty
(percentage of unit value)

Form of coffee . _
Countries within the ‘
General System of Spain Other ACP

Preferences (GSP) countries countries

Green . B 5 0 ' 7
Green and decaffeinated ‘ 10 E 0 : 13
Roasted - 12 0 13
Qoasted and '
decaffeinated 15 A ¢ B 18 : 0~

Soluble : 9 LT 18 , .0

Source: International Coffee Organization, February 1880 .

On the other hand, fhis pfeference of coffee exporfe&lby African, Caribbean
and Pacific countries discriminates against the exports originated in La{in American
countries. Attention given by-fhe ieading processors to tafiff considerations is
reflected especially in the difficulties encountered by soluble coffee exporters
from Brazil in entemng the Unlted States market.l/ In addition, the J.nterests and
patterns of 1nternatlonal 1nvestments by the industry leaders seem to have
important implications for deVeloped coumtrles policies in negotiating 1nternat10na‘
commodity agreements.2/

(b) Anti-monopoly legislation in the Unlted States market

Expansion of large firms through acqulsltlons and mergers may be seen as a
threat to the competitive performance of an 1ndustry at the.natlenal or regional
level. Official restrietions on mergers can thus have a direct effect on corporate

growth strategies, particularly those of the leading firms.

1/ See below, -
2/ J.H. Short, Amerlcan Business and Forelgn Pollcy Cases in Coffee and Cocoa
Trade, Columbia Unlver51ty, New York, 197%. See part 3 (a) below in this chapter,

/In the
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In the-éoffée processing industry, in the early 1960s, the United States
Federal Trade Commission (FTC) ordered Procter and Gamble to sell within five years
the Houston Coffee plant which it obtained as a result of the 1963 acquisition of
J.A. Folgers and Co.l/ Divestiture was part of a settlement of an anti-trust suit
which also required that Procter and Gambie dbtain prior govermment approval of any
acquisition in the household consumer field within seven years and of any interest in
a coffee company within 10 years. For five years, the company had to refrain from
conducting coffee promotion in conjunction with any of its other products and was not
to accept any discount of rate reductions on coffee advertisements that resulted
from advertising for its other products._ Procter and Gamble was also not to
discriminate in the selllng prlce of coffee umless the prlce differences were
justified by costs or a lower’ Drlce was granted in order to meet an equally low pricae
of a competitor.2/

More generally, the Unlted States antl -trust measures have affected the merger
and acquisition activity of the leaders, with 1ndustry respondlng to ﬁhat it believe.
to be the law and enforcement policy. Horizontal merger activity has been deterred.
However, in the case of coffee processing, the Cellar-Kefauver Act 3/ has not
achieved its objectives of preventing anti-competitive increases in market
concentration and of ereoding concentration where it was already high. Concentration
in the United States coffee industry has continued to increase over the years.Y/
Greater dominance by a few leaders appears to have given them an opportunity to
assert market power, and it. is estimated fhat in 1975, wholesale coffee prices in the
United States were between 17 and 19% above competifive'levels, due to industry
concentration.5/ For this reason, it is difficult to foresee that the United States
anti-trust legislation and behaviour could help to enable the producer countries entr:

in that market.

1/ The plant was sold to CIS Continental Coffee in 1972.

2/ The Procter and Gamble Company, Moody's Industrial Manual, 1978, p. 2015

3/ In the United States, the basic anti-trust statute regulating merger
activity is section 7 of the Clayton Act, as amended by the Cellar-Kefauver Act
(1950) vwhich is directed at "incipient" as well as established monopoly.

4/ For a detailed analysis of the non-price predatory incident in the United
States coffee industry, see Willard F. Hueller "lMonopoly, Mergers and TV Advertising:
A Hlew March to the Sea', Wage-Price Law and Economics Reviem-Vol 3, No. 1, 1978,
pp. 83-96.

5/ See, Ronald Parker and John Connor "Hstimates of Consumer 10ss due to
Yonopoly in' the US Food Manufacturing Industries", American Journal of Agricultural
Economics, November 1979, pp. 626-639. See the following chapter {(III).

/{e)} Pricing
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(c) Pricing and marketing regulations

In most consumer countries, coffee marketing has been subject to some form of
public intervention. This has occurred particularly during periods of inflationary
pressure, at times of sharp fluctuations of world prices, and when collusive ..
behaviour by leaders has been suspected.l/ Measures adopted in the United States anc
several European countries have included price controls, price freezes, and procedure
for the screening and approval of price rises proposed by firms for their coffee
products. During the coffee price increases of the late 1870s, several European
countries imposed restrictions on demand-fostering marketing efforts, often in
conjunction with price controls.. For example, France took measures to prohibit cof”
advertising and froze prices at the same time.2/

-Under such conditions, the TNCs are in a better position to survive than are
smaller processors and have sometimes chosen these occasions to expand their
acquisitions. They may also choose to disengage from those markets that do not
promise adequate returns, Following the 1377 French government measures, for examp™
Consolidated Foods (USA) sold its J. Vabre operations and ahandoned the French
market.

In addition to price controls, some govermments have attempted to- control
"predatory marketing practices' by which smaller firms may be driven from the
industry. -The Robinson Patman Act in the United States is the -clearest example.of
such regulation. The United States Federal Trade Commission charged in 1978 that
General Foods engaged in predatory and below cost pricing, intensive advertising and
promotion and other unfair trade practices that forced smaller firms out of the
coffee business. General Foods' objective was to preserve its leading market share
in the face of a campaign by Procter and Gamble.3/ General Foods has also been
charged with fraud and certain other practices related to coffee marketing, inecludin

misleading advertising.l4/

1/ ¢f., for 1nstance, Economic Report on the Investisation of Coffee Prlces,
Federal Trade Commizsion, Washington, D.C., July 1954; Coffee Prices, Costs and
Margins, Royal Price Commission, Report No. 29, London, July 1977,

2/ Tea and Coffee Trade Journal, 29 June and 10 July 1977.

3/ Advertising Age, 3 March 1980, pp. 3-78.

u/ Progressive Grocer, April 1977 p. H3.

/Other promoticr
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Other promotion techniques, such as cents-off coupons, have also been widely
used by leaders in efforts to pre-empt access to the retail distribution networks.l/
In 1971, Proctzr and Gamble introduced its Folgers coffee in the northern United
States with an intensive_cents-bff coupon campaign hoping to cut into the share hels
by General Foods. A regional leader, Indian Coffee Corporation, was reportedly fore
to sell out to VWechsler Coffee Corporation in 1974.2/ The court ruled that Procter
and Ganble's promotion to retailers constituted predatory pricing and that the sale
of the Indian Coffee Corporation was due to Procter aﬁd Gamble's predatory pricing.” '

3. Joint policies of the producer countries governments and
reactions of industrialized countries and THCs

Since the 1940s, coffee-producing countries have engaged in various joint and
collective activities to increase their foreign exchange earmings from coffee export:
to stabilize the world price of raw coffee in real terms and to increase their
participation in final consumer markets. Most producer country efforts have been
directed towards gaining or strengthening agreements with consumer countries, althow
attempts have also been made to control trade flows and improve the returned value
of exports through direc” entry into major consumer markets as traders and
processors. However, in contrast with the increased degree of concentration in
processing, the trend in production has been towards a greater dispersion of supply
among a large number of exporting countries.4/ As a result, the number and
effectiveness of the bargaining cptions for developing country sellers appear to
have become more restricted.

The increasing diversity in the possible sources of supply open to processors,
both in terms of origins and varieties, has generally improved the bargaining
capabilities of the processing industry vis-3-vis suppliers. From the producer
countries' point of view, the increase in the number of countries engaged in
marketing the vaw material has complicated efforts to co-ordinate supply and‘price

policies. This issue is addressed in the following section.

1/ Cf., Cents-off Promotions in the Coffee Industry, Federal Trade Commigsion,
1966, op. cit. _
gf Samuel A. Smith, "The age of small business: advertising and the
conglomerates™, Anti-trust Law and Economics Review, 1979 (11), 4, pp. 27-40.
3/ Sales Management, 17 liarch 1980.
L4/ See part I.1l.(b) (i) above.

" /(a) Intergovernmental
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‘a) Intergovernmental arrangements

A full analysis of the various intergbvernmental arrangeménts affecting the
market for raw coffee lies beyond the'scope of this study.l/ However, the structure
of the coffee industry is likely to be affected by these arrangements and the
following paragraphs review the various coffee agreeﬁehts from this perspective.
‘zble 18 summarize the various international agreements relating to the production
and marketing of coffee which have been negbtiatéd—over the last 50 years.

(i) First Latin American agreements 2/

The Tirst coffee agreement, based on a system of quota distribution, was an
‘nter~-American agreement and was signed in Washington in 1840. It could not, howeve:
be applied beyond 194l owing to the outbreak of the war and the adoption of price
controls by the United States similar to those applied in the case of other
comnodities. After the war, there was a tendency for prices to rise, which held
pack the attempts to organize the international market until the ‘end of the Korean
War, During those years (1954-1958), prices began to drop, and the producer coumtrie
reached several agreements {('Caballercs Pact’' of 1954, "Agreement of Mexico' of 1957
and Agreement of 1958), all of them inter-American agreements based on retention of
the supply, either on a percentage basis or through the distribution of quotas. In
1959, a new agreement was signed, to which producers from other regions (at that
:ime, represented by their respective colonial powers) adhered for the first time.
As in the past, the Agreement of 1959 was based on the setting of price limits and
export quota wndertakings by country.

(ii) International agreements

In 1962, under United Nations auspices, the first Intemational Coffee

Agreement was negotiated in Yew York, on the basis of the following principles:

1/ For such an analysis, see ‘International Coffee Agreement, International

Coffee ¢ Organization, London, 1963; J. Short, op. cit.; Bart Fisher, ThHe Internaticnal
Coffee Agreement: A Study in Coffee Diplomacy, New York, Praeger, 1972; L. Thomas
Galloway, "The international Coffee Agreement®, Journal of World Trade Law 7(3), Hay-
June 1973; and Jere R. Behrman, "International Commodity Agreements’, Overseas
Development Council, Monograph No. 9, NIEO Series, October 1977, Washirigton, D.C.

2/ In connexion with this topic see FEDESARROLLO, La Economia Cafetera
Colombiana, op. cit., and FEDECAFE, Politica Cafetera Internacional, Bogotad, 1378,
which contains the text of all the agreements which are mentioned here. (This
section was taken from the CEPAIL document entitled "E1 mercado murtdial del café”,
International Trade and Development Division, 1982.)

/Table 18
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CHRONOLOGY OF INTERNATIONAL COFFEE MARKETING ACTIVITIES AND AGREEMENTS

(*Touct) gt =fqer/

Name of Agreement/ . . Year Year
Organization Participants Purposes initiated terminated
Pan American Coffee Bureau 10 Latin American Promotion, technical 1937 1976
) producer countries services

United States-Latin USA, 14 Latin Orderly marketing, 1940 1948
American Coffee Pact American producer price setting

countries . ‘
Agreement of Mexico 7 Latin American Export regulation 1957 1958

: producer countries

Study Group on Coffee USA, Latin American Statistics, negotia- _1958 1958

producer countries tions .
Latin American Coffee 15 Latin American Retention quotas on 1958 1959 =
Agreement. producer countries exports .
Short-Term Interna- 15 Latin American Export quotas 1959 1963
tional Coffee Agreement ~countries, Portugal,

France (for French

Community). Later

jointed by 13 inde-

pendent countries

and United Kingdom

(for West Africa)
Inter African Coffee 19 African producer Collective action, 1960 -
Organization (IACO) countries promotion and

technical advice

African and Malagasy Coffee 8 Francophone Negotiation with 1960 -

Organization (QAMCAF)

African countries

France, promotion



Name of Agreement/ Particioants Purposes Year Year
Organization 3 P initiated terminated
International Coffee 32 exporting and 24 Variable export quotas: 1362 1968
Agreement (Intermational importing countries minimum export prices;
Coffee Organization ICO) in 1962 enforcement system
International Coffee 41 exporting coum- Export quotas, price 1968 1972
Agreement tries, 25 importing stabilization, diver-
countries _ sification fund
World coffee 5 producer countries Export quotas, 1973 -
(Brazil, Costa Rica, price control
Colombia, Ivory Coast,
Ango;a)
Suaves Centrales S.A. Latin American Direct trading 1874 -
producer coutries o - ‘
International Coffee 63 producer and Export quotas, price 1977 1981
Aprezment (1976) consumey countries stabilization
"Bogotd Group 8 Latin American Direct trading Sep. May
producers - ' 1978 1980
"Panacafé Productores 8 Latin American Direct trading May oct.
Asociadas" producers ‘ ' 1980 1980
International Coffee 1CO member Export quotas, price Oct. _
Agreemant (1980) countries 13880

stabilization

TesaeATUR ~/
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wiversal participation by both producer and consumer co mtries;
establishment of price limits and assignment of export giotas established
yearly and subject to readjustment during the year:

other regulations designed to influence long-term coffee production and
consumption trends, including a diversification fund and measures to promoto
consumptions;

liberalization of sales to non-signatory countries (new markets);

creation of an intermational coffee organization (ICO) with headquarters in

London, responsible for conducting the relevant technical studies and also

for providing a forum in which countries could negotiate through' the
International Coffee Board.

In 1968, a second agreement was signed, in which stress was laid on the

universality provided for in the first agreement and which was based on the same

principles. In 1972 a period began which has become known as the "coffee diplomacy

crisis™.

The United States vetoed a readjustment of the levels of the "trigger"

prices 1/ requested by the producer countries because of the devaluation of the doll.

and the increase in the world inflation rate. In October 1973 it was decided “to

suspend the application of all the clauses of the 1968 agreement, but to retain its

administrative structures (ICQ), as an organ for research and negotiation with a view

to the possibility of renewing the internaticnal agreement.

In 1977 the third agreement came into force, in which the first itwo agreements

“ were modified as follows:

the quota system was retained, but it was decided that quotas would go into
force only when prices fell below a certain level;

it was agreed that as much as 30% of each exporting country's quota would
depend op its accumulated inventory;

the principle was established that the price limits should take the evolution
of the international monetary situation into account;

it was decreed cbligatory to declare a defieit in the fulfilment of quota
undertakings so that they could be distributed among other member countries;
finally, the door was left open for the possibility of establishing a

centralized international stockpile.

force.

;/ I.e., prices below or sbove which quota increases or restrictions came into

/0n the
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On thzs other hand, all proposals for direct regulation of production and/or
consumption were discarded.:

Owing to the small supply and the consequent price rise in 19758/1978, the 1976
agreement was not put into practical application until producers and consumers reach..
m agreement in 1980 .on a néw price limit (since prices were far toco low because of
inflation} and on a new system for the quarterly distribution of quotas.l/

(iii) TNCs intervention

Although private traders and processors are not immediate pavticipants in thes:
intergovernmental arrangements, the leading TNCs have readily recognized interests I
the conditions which are established.  These interests are not often publically
:xpressed, but have been studied by the trade press and by academics. The centrel
:oncerns of the TNCs have included the level of "trigger prices™ set under the
agreement, the imposed taxes cr subsidies provided by producer countries, the creati.
of reserve stocks and exemptions or escape from quota restrictions by exporting and
consuming countries. In the 1976 negotiations on the renewal of the International
Coffee Agreement (ICA), for example, the United States Coffee Trade Association
actively lobbied the government to oppose creation of a coffee stockpile to be
controlled by or through the IC0.2/ In earlier negotiations, the differential tax
treatment Brazil had granted to soluble coffee exporters led United States-based
competitors to oppose renewal of the pact. The exemption from import quotas granted
to Japan in the 1962 agreement, on the other hand, permitted non-quota raw material
imports at low prices and favoured substantial expansion of local soluble processing. 3/

In the early period of the ICO, the export quotas included in the Agreement
were not fully respected until the ICO issued official export certificates, mailed
them to member countries in accordance with -its quota allocations, and had importing

countvies then instruct their custom officials to refuse coffee imports that did not

1/ The price limits agreed to in 1980 were between USS 1.15 and 1.55 a pound.
In practice prices stabilized during the first half of 1981 at a level much closer
to the bottom figure of the two indicated. New limits are to be negotiated when the
Tnternatiocnal Agreement is. renewed in September 1982,

2/ M.C. Jensen, "Coffce Groups Quietly Influence U, S. Price Pacts, House Unit

514", New York Times, 11 November 1977. Also J. Short, op. cit., chapters III, IV

and V.
3/ "The Market for Soluble Coffee in Canada and Japan", International Trade

Center, Geneva, 1971, pp. 36-37. . : /bear the
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bear the official stamps.l/ Prior to these actions, forged certificates and non-
mewber countries were used by coffee processors to secure cheaper non-quota coffee
supplies. In 1966, Ceneral Foods imported over 475 000 bags from Liberia with false
certificates of origin, and 100 000 bags of Ivorian coffee from Morocco. To avoid
Colombian export taxes, General Foods also imported.2l 000 bags from non-coffee
producing Aruba.2/

(iv) Effects of the agreements

There is much controversy concerning the practical effects of the Agreements.
International prices, in constant terms, continued to fluctuate while the Agreéments
were in force and in general there was no upward trend in the longer term. A more
accurate idea may be gained by comparing the historical situation with what might
have happened in the absence of the Agreements. For this purpose, a number of
quantitative models has been constructed, 3/ .These are in general alike in showing that
the Agreements contributed to greater short-term stability in intermational coffee
prices but that the gain received by the larger exporters {Brazil and Colombia) were
not so large as those received by the smaller producers.t/ It is also agreed that
the Agreements seem to have had no influence whatsoever on production and consumption
levels or of prices in the long term. Attention is drawn to the following
difficulties encountered by the Agreements: o

- the large number of producer countries (u6);

~ the non-obligatory nature of some of the provisions of the Agreements and

the possibility of twisting others;
- the inadequate system of monetary readjustment in the price limits;
~ the obiective difficulties due to certain basic economic factors (slow
growth of consumption at world level, surplus supply and, conversely, certain

drops in the ‘supply due to frosts in Brazil, ete.);

1/ See Chayes, Ehrlich and Lowenfeld, International Legal Process, New York,
1968, Vol. 1, pp. 588-593; Hearings on Intermational Coffee Agreements, Committee on
Foreign Relations, 90th Congress, 2nd Session, 26 (1968), Washington, D.C.

2/ See C. Hines and B. Dinnam, Agrlbu31ness in Africa (Earth Resources Research
Bureau, June 1980).

3/ See in this connexion, "Beneficios del Convenlo Internac:r.onal del Cafe",
submitted to ICO by the Colombian delegation in 1972 and issued as a document of the
Orzanization and FEDESAR“OLLO, op.cit., chapter XV.

4/ For Bra211, in particular, it is calculated in the sources 1nd1cated that
participation in the cost of the agreements was nearly three times as high as its
gains,

/- di ver";gen‘t
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- = divergent interests of consumer and producer countries, which make it
" impossible to reach significant and operational agreements on the most
controversial points; , .
- the fact that it has still not been possible to reach an agreement on the
‘creation of centrally monitored buffer stocks..

In conclusion, it might be pointed out that the experience with the
internaticnal agreements has not been very positivg-.b_ut that as things _now-sta,nd,
they are considered by the producer countries to. be the only viable way to protect
prices at interpational level.l/

{b) Unilateral policies of consumer countries-
(1) In the world market control - ,
Since the late 1930s, various exporting .countries have joined in collective

efforts at supply control and price maintenance outside the framework of future
international coffee agreements.2/ The.mOSt recent concerted actiocns have involved
combinations of voluntary restraints on supply and direct intervention on the world
trading markets. In 1974, the decision by several producer countries to participate
jointly in coffeae marketing led to the seétting up of Suaves Centrales S.A. by Latin
American producers. The group bought and sold coffee cn the major exchanges in an
effort to support prices of mild arabica coffée heans and to assist financing of
market withholdings. The Inter-African Coffee Organization {IACO) set up a parallel
financial institution. Venezuela and Saudi Ardbia agreed to provide the financial
backing that had been lacking in similar efforts previously.3/

These co-operative ventures encountered resistance from both consumer.country
governménts and the leading coffee fitms. In 1978, the Bégotd Group was formed by
eight Latin American producer countries 4/ after international negotiations within
ICO proved unsuccessful. The undertaking sought té .co-ordinate producer country
sales policies by voluntary export restraints and to. finance (with a joint capital

1/ Attention should also be drawn to the possibility that in future the.
"Internaticnal Coffee Agreement might become part of the Integrated Programme for
Commodities administered within UNCTAD.

2/ See previous point III 3.(a) (i) of this chapter and Gonzalo Martner,
Producers-Exporter Associations of Developing Countries (IFDA, Geneva, 1980).

3/ See Recent Trends in Some Primary Commodity Markets (E/CEPAL/L.122,
20 August 1975). ' :

4/ Brazil, Colombia, Mexico, Vénezuela, Costa Rlca, El Salvador,

Honduras and_Guatemala. Jof USS 280
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of US$ 280 million) trading interventions in the major exchanges in order to maintain
prices within the range of US$ 1.28-US$ 1.74 (seeking an average quqfation“of

US$ 1.51 per pound)., With the Brazilrsupply down thaf year, the Executive Board set
a range of US§ 1.80 to US$ 2.20 that.held throughout 1979. The Bogotd Group begén'
to operate directly on the New York and London futures markets, buying and selling
short- and long-term contracts and requiring "physical delivery” of the coffee boughf'
in the markets. Despite exports of over 62 million bags of coffee in 1979 (compared
with an average of less than 55 million bags in each of the five previous years), the
Group was able to fend off declining prices to an extent which surpassed expectations.
However, their activities generated mounting opposition‘ffom importing countries,

in particular from the United States where tﬁg THCs were alarmed by what they called
"artificially boosted prices". Companies registered oh‘the New York and London
Exchanges that had been placing orders for the‘Bogoté Group were threatened with a
boycott from future trading in the United States if they continued such opérations.;/
In addition, the United States Commodity Futures .Tradir_xg Commission brought suit
against the State-cwmed PETROBRAS Comeréio Internacional of Brazil (INTERBRAS) for
buying a sizeahle amount of coffee, contracts, allegedly to boost prices. Finally,
the New York Exchange decided in November 1979 that coffee trading would be placed
in liquidation, and that the margins requlred to keep p031t10ns aopen would be
substantially increased. With only existing contracts quallfylng For tradlng, the
market was effectively closed to new operations for two months. In this period,
coffee prices fell from USS 2.00 to USS 1.60 a pound,”imposing severe losses on the
Bogotd Group., ' '

The Latin American producer countries met early iﬁ 1380 in Panama and decided
to create a new company on the world coffee market,-Panacafé S.A., with capital of
US$ 500 million. Panacafé took over the role of the Bogotd Group and comprised the
same eight member governments. Colombia and‘Braiil each contributed 32% of the total
share holdings, Mexico, Venezuela and Guatemala 9% each, and Costa Rica, El Salvador
and Honduras 4% each.2/ Operations began in Juﬁe 1980, but during the October 1980
ICA negotiations, the United States and other consumer countries insisted that
Panacafé should be dismantled as a condition of their willingness to revive the

Agreement. 3/

1/ Latin Amemcan Commodities Report, January 1980, CR-SO-Ol and "La’cm Coffee
Group fends off world market's shrinking prices", Latin Amerlcan Times, September
1960, p. 36. ‘

2/ See Latin American Commcdities Report, CR-80-09, CR-80-10 and CR=-80=-13,

3/ Financial Times, 4 October 1980; Latin American Commodities Report,
CR-80-23, October 1980. /(ii) In
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(ii) In coffee processing and distribution

Efforts by prodﬁcer comtries to market processéd coffee difectly in consumer

coﬁntries;'through exports opr the pﬁrchase'of iocal'enterprises, may expect challenges
By industr&'ieaders. The specific obstacles to downstream eﬁtry‘stem both frem the
consumer countries' tariff'prOtection againist processéd'forms of coffee, difficulties
in galnlng access to distribution channels (e. gu, large retall concerns} and defen51ve
respcnses from brand coffee leaders. ) s |

Processors have not been unlformly successful in limiting the entry of minor or
new firms into major market segments. Nonetheless;‘the bargalnlng position of the
leading processors vis-3-vis even the larger food marketing firms is strong. The
latter firms would not be expected to ccn51stently confront dominant industry TNCS
unless the expected galns are substantial.l/

The larger roasters obtain a substantial proportion of their coffee suppiieé‘”
ﬁmdﬂmtwmﬁ%ay%mﬂsﬂmpmﬁmrmmuhmoﬂﬂ@tmhﬁw@mmﬁw
trade exchanges. From the producer country viewpoint, these supply contracts are
intended to attract long-term customer loyalty and are ‘addressed particularly to the
larger processors. Such speéial'érranéements with large volume buyers include
provisions for price rebates, guarantées on '-'makimUm prices or '"best offer? conditions,
tax exemptions and assured access and dellvery of raw materials.2/ These arrangements
may be expected to undermine potent1a1 entry and competition by out31de firms, since
larger established leaders stand to benefit most from lower cost raw materials.
fﬂdiscriminéte use of special incentives to larger roésters‘may thus weaken the
relatlve bargaining position of producer countries and tend to reinforce the market
domlnance of the larger processors.

 The processors' strong market position is further buttressed by their influence
with home country governments. For example, in the mid-1970s, United States soluble
coffee processors, led by General Foods and Nestld and acting through the National

Coffee Association; gained official support to vestrict imports and increase duties

l/ See Report on Buvlng Power, Federal Trade Commission, Washington, D. C.,=
Chapter I (DA 01, RBP/WP 13/24), S

2/ See, for instance, "Brazil set 1981 export terms', Latin American ' =
Commodities Report ‘CR-80-23, 21 November 1980, also CT-80-05. !"Colombia: changes in
coffee taxes and prices", Latln American Commodities Report, CR—BO 20, I0 October
1980 also CR-80-10. o /on soluble
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on soluble coffee supplies from Brazil.l/ The processors sought to reverse the
advantage that lower cost Bra21llan imports had given to private label traders and .
prevent their further expansion. General Foqu pressured the United States Government,
even after NestlZ and the coff.ee,tré&e group withdrew support for stronger measures
against Brazilian soluble importé, and eventually won an agreement with the Brazilian
Government to export from Brazil tax-free to fhe United States an amount of green
coffee which was equivalent to the amount of 1nstant coffee exported from that

countyy. The tax-free coffee 1mports were shared among United States firms on the
basis of their proporticn of domestic 1nstant coffee productlon with General Foods
obtaining over 50% of the allocation.2/

The producer countries have also begp.unSucqessful in penetrating the majdr
consumer country markets through the esrablishmenf‘of affiliates in those countries.
The gxperience‘of the ﬁrazilian Atalla Group in entering the United States coffee
market contrasts with the apparent success of the diversified food TNCs when they
pursued similar poliéies in Europe' Through its acqulsltlon in 1976 of Hills
Brothers, a speczallzed regional f1rm 1n the United States, Copersucar of the Atalla
Group sought tc penetrate directly the major consumer market for Brazilian coffee.
However, the market shares of the new United States afflllate fell steadily in the
four years follow;ng acqu1smtlon, and it now holds less than 4% of the United States
market. _ .. A :

Overall developlng country processors have achleved only a minor role 1n coffee
trade and marketing in the major consumer countrles with most of their lcw-pr1Ced
bulk commodltv sales made to retallers for house brands and/or private labels. 1In
addition, a significant share of soluble coffee trade is intra-firm, i.e., between
affiliates. Attempts By ﬁrivate firms from developing countries to enter developed
country markets through acquisitions have been limited both in number and in the
results achieved, as illustrated by the acquisition of Hills Brothers by the Atalla
Group cited ahove. However, direct contact with large retail chains and other
distribution channels that would use their products appear not to have been fully
explored.

1/ Brazilian exports share in the United States soluble market had grown from
1% in 1965 to about 14% in 1969, mostly benefitting house—brand distribution. See
J. Short, 1974, op. cit., chapter V.
2/ See J. Short, op. cit., 1974, chapter IV.
: /The trend
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The trend towards soluble coffee, implying increased orocessiné of éoffee beans,
may hinder co—operatlve efforts to promote roasted coffee consumptlon in potentlal
markets. A speczal ICO meetlng called to examine waye of uelng IC0 funds for
promotlonal efforts in the United Klngdom could not agree on a generic promotlon
programme. Under its rules, ICO can provzde only 50% of promotion costs and the
United Klngdom processors were reluctant to prov1de thelr contribution. The British
market is dominated by 1nstant coffee and advertlslng focuses on persuadlng consumers
that one brand is szgnificantly better than and dlfferent from the others. Generic
advertising undertaken partly at the expense of the proaeSSors ‘'would contradict this
practice so that ICO-funded promotion seems to be ruled out in that country 1/

'Producer countries have often ‘relied on 1nvestment 1ncent1ves 'to” attract
established world 1eaders in their domestlc pr0ceSS1ng 1ndustry.2/ Such pollCles
have opened opportunltles “for the THCS to reinforce their global market position
in the proce331ng 1ndustry. When transnational afflllates become an established’
part of the local proce381ng industry, efforts to 1mprove domestlc bargalnlng '
p031t10n is dlminlshed by lack of competltlon 3/ ' '

Transnatlonal corporatlon afflllates actlve in the soluble coffee market
in producer countrles succeed in generatlng greater value~added and returned value
than in the roasted coffee :mdustry. In Per‘u, Nestlé is the sole locally-based
soluble coffee processxng operator., It absorbed about 20% of domestic industry
1nputs in 1979 but generated 516 of the value of total 1ndustry output and 80%
of its value~added 4/ In Mexlco, the two transnatlonal corporatlon affiliates,
Nestle and General Foods, recelved 17% of domestic 1ndustry raw material 1nputs,
but generated 52% of the coffee sector valuewadded in 1970. "Their rate of retwurn

1/ R. Mooney, "British Recovery in United Kingdom instant coffee sales",
Financial Times, 9 April 1979.

"2/ See, for instance, J. Masini and L. Lanzarotti, 1979, op. cit.

§/ Cf., for instance, "Mexico: Waring accompanies call for coffee reforms™,
Latin Amerlcan Commodities Report, 10 October 1980, CR-80-20. .

4/ See L.F. Arroyo and F.G. Vigil, "Mapa General del Complejo del Café en
PerG" (Cuadernos, DESCO, June 1979, Lima).

/on invested
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on invested capital amounted to 190%, compared with 75% for national roasters.l/
This difference persisted throughout the 1970s.2/ Similarly, value added per unit
of invested capital was between two and three times higher for soluble coffee

transnatiocnal corporatlon affiliates in Peru and Mexico than for national roasters. 3/

US%AL.MMMaMG.Mmmm”%mm@ﬂmﬁln%mw"CNLM&R@
1976.

2/ See "Insercifn del SAM en el Sistema Alimentario Internacional’”, Oficina de
Asesores del Presidente, May 1980, Mexico. :

3/ The ratio of valuable added to capltal investments for transnational
corporation soluble processors was respectively 259% and 205% in Peru and Mexico
versus 112% and 75% for the national roasters (Ar'royo and Vigil, op. cit., SAM, 1980,
op. cit.). .

/III. INTERNATIONAL



- 58 -

- I11, INTERNATIONAL PRICES AND THE DISTRIBUTION OF GAINS 1/

Intergational_cbffee priée_frends are of course decisive for the income of the
industry'in general and’ifs leading actors (TNCs and other processing and marketing
firms and the governments of the coffee consumer and producer countries), in
particular. In this chapter the main factors affecting these phenomena will be
reviewed,

1, International prices and factors influencing
their evolution

Table 19 concerns the price trends of the four leading types of green coffee
over the past three decades. The first figures of note are those relatring to the
marked and constant price fluctuations from vear to year, which in time show up in
the monthly quotations as well.2/ The inetability of the prices has a negative effect
on the income of the industry and, in particular, on the individual shares of those
producer countries which lack the economic capacity and instruments for income
stabilization (available to the large diversified transnational corporations and the
governments of industrialized consumer countries),

The long-term trend, reflected in table 19 in five-year averages of constant
1980 prices, is also negative for the producer countries. By comparison with the first
half of the 1950s, the prices of Colombian coffee fell, on average, by 10% in the last
five years of that decade and by close to an additional 30% in the first five years
of the 1960s, remaining at slightly over 60% of the 1950-1954 levels until the second
half of the 1970s when they rose to over 90% of the base levels, thanks to the
extraordinary price boom in the period 1976-1978,3/ In subsequent years, the prices

again fell to the levels prior to the boom.

1/ Chapters III-Vare an edited version of the relevant parts of the CEPAL study
of 1982 entitled "Am@rica Latina y el mercade mundial del café", adapted for the

purposes of the interregional project,
-2/ It should, however, be pointed out that the price fluctuations in the case of

coffee are lesc violent than in the case of many other commodities of great importance
to bLatin America, such as copper and sugar. According to an index drawn up by the
World Bank (based on the calculation of the standard deviation in respect of a five-
year mobile average), coffee was twenty-first on a list of commodities by order of .
the degree of instability of their prices. See World Bank, PPrice Prospects for Major
Primary Commodities", Washlngton, 1977.

3/ The makimum price of US$ 8,20 (at 1980 prices) reached in 1977 was 2.2 tlmes
hlgher than the average price in the period 1960-1374 (see table 19).

W

/Table 18
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The prices of other types of coffee (other Central American and Brazilian milds
and African and Pacific robusta) fellowed a trend similar to that in the Colombian
experience, with one important difference: Colombian mild, being a high quality
coffee, always had a comparative advantage in terms of unit prices over other
types of coffee, especially African robusta, In the 1950-1954 average, the final
difference was US$S 1,26 (measured in 1980 constant prices) i.e., 28% in favour of
- Colombia., .This comparative advantage increased until the first half of the 1960s when
the average prices of Colombian coffee fell, by 37.5% in comparison with 1950-1954,

* while the drop in the price of African robusta at the same time was much greater
(52.5%). Consequently, in the same five-year period (1960-1964), the comparative

. advantage of Colombian coffee increased to USS 1,43, with the result that one kg

of ‘that coffee was 65% more expensive than one kg of African robusta (by comparison
with the 28% difference in 1950-1954), In the period following the first five years
of the 1960s, the former balance was re-established, the prices 6f robusta showing
a greater improvement than those of the Colombian milds {the difference was one of
26% in 1980, i.e., similar to the 28% difference in 1950-1954). It seems obvious
that the relative drop in the price of robusta coffee in the second half of the
‘19505 and first half of the 1960s is related to the progress made by soluble coffee
"during this period.

With regard to the main factors which influence the formation of international
coffee prices, it is rather difficult to establish a hierarchy for them, Some of
them may be noted, however, but with no attempt to be exhaustive.

Thé basic economic conditions, of both the supply and the demend, with their
respective elasticities constitute an important, but by no means the only, factor,

To this are added the pfospective elements, including the catalytic effects had by
the frosts in Brazil, for example; the drop or, conversely, the rise, in world
inventories, etc,

The activity of the International Coffee Agreement, which has deliberately
tried to keep prices within a predetermined boundary based on negotiations between
producer and consumer countries, is another element which may influence price trends.
The experience of price trends in the past two decades, considered above, has,
however, shown that even in periods when the quota mechanism provided for by the
'Agreement was fully operative, its effectiveness in keeping prices within the desired

boundaries has been relatively limited.l/

1/ See part II, B.(a) (ii} of this study,
/In addition
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In addition, attention should be drawn to the influence of speculative
activity in the London and New York exchanges and, in general, in the futures
markets.1l/ On the other hand, the marketing facilities of the coffee processing
and marketing firms in the consumer countries and, in particular, those employed by
the transnational corporations, have already been considered.2/ The diversified
and oligopolistic nature of the latter enables them to devote a relatively small
proportion of their activities to coffee and to sacrifice their coffee profits in
the short term, accepting, for example, a temporary reduction in sales prices to
further their longer-term interests, _

We shall now look at the activities of the Londqp-and'New York Coffee Exchanges
and their speculative aspects, which also have an influence on the formation of

international prices,

2. The London'and New York Coffee Exchanges

The importance of these exchanges lies in the fact that the prices for the
rest of the market are determined om the basis of their trapsactions, In actual.
fact, however, a highly variable, but relatively small proportion of the worldcbffee
trade is actually transacted in the Coffee Exchanges. As may well be imagined, the
function of insuring the uniformity of prices is highly important in that it lessens
the possibilities for speculation by eliminating chances for arbitration among the
different markets,

The London Exchange ("London Terminal Market") is devoted almost exclusively
to the African "robusta" varieties,.and their prices are expressed in .pound sterling
per ton, Since 1973, "washed arabica" coffee has also been dealt with in London,
although in relatively small quantities, its price being quoted in US cents per
pownd.

In addition to the London Exchange, the Le Havre market is of great practical
importance fof robusta coffee, although its quotations are not used for the
construction of the ICO price series. _ | .

'The New York Exchange ("New York Coffee and Sugar Exchange Inc."), is entirely

devoted to "arabica" types of coffee, washed and unwashed from both America (the

(=4

1/ See the following section,
2/ See part II 1. b, above.
/large majority
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large majority) and other parts of the world (East Africa, Asia, Oceania). In this
market, the brices are expressed in US cents per-pouhd;;j

Arabica éoffeeé‘are:also quoted in Hambubg and Bremen as they are in Le Havre.
The corresponding series, which the German authorities publish regularly, are not
however, strictly comparable with those published in New York because, among other
things, they are quoted in values FOB, .

In practice there arve other quotations in addition -to ‘those referred to. Even
though they differ slightly, however, the series published by ICO, based on the London
and New York Exchanges, may be considered to be a 'source which faithfully reflects

the price trends at world level.

3. Futures markets

In both the London and the New York Exchanges, and in the other markets,
("futures" or "forward markets") also operate. These are markets based on
transactions which are not in progress at the time the contract is signed but which
take place sometime later. Future positions (for a maximum of 14 months in London
and 18 months in New York) are negotiated in the varioﬁS‘éxchanges in general without
requiring the physiéal delivery to be effected once the deadline has been reached,2/
and donduéted'merely for purposes of speculation or, in the case of "hedging”, as a
defence against the possibilities of future drops or rises in prices.

_ Only during the period of operation of the "Bogotd@ Group', an association of -
Latin Amefican producer countriés. created for the explicit. purpose of driving coffee
prices up thfbugh open intervention in the market, was it required (by the Group)
that the positions reached in the Ffutures markets'shou;dﬁcorreéponéfto_actual delivery
effected on the détes indicated;- When the Bogoti CGroup ceased to function, there was

a Teturn to the former situation in this connexion,3/

1/ The fact that London SpECIallzeS in "pobusta" and New York in "arablca" is
based mostly on tradition, but other factors also come into play,'such as market™
preferences and even the facility of communication between New .York and Latin America
and London and Africa, due,. among other things, to the fact that there are no time
differences.

2/ In'1976 physical dellvery was required in respect of only 0.8% of the futures
contracts stipulated in the New York Exchange. In addition, the volime of coffee
traded in futures contracts in London in 1978 amounted to over 33 times that total
coffee actually imported by the United Kingdom. (See for example, K.L. Carlson and .
0. Thvilum "The World Coffee Economy and the Price of Coffee", mlmeographed doctoral
thesis, Arhus, 1979.) , _

3/ See part II. 3.(b), above.

/“Hedging" nay
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"Hedging" may be defined, from the seller's point of view, as the act of
anticipating future physical sales, as a defence against a possible drop in the price
of the cémmodity when the real éale takes place or, from the buyer's point of view,
as the purchase of futures contracts as a defence against the occurrence of the
opposite phenomenon, i.e., a price rise, :

Thisﬁpractice is very common in the international trade in primary commodities,
and in coffee, in particular, since it has been shown that both importers and
exporters prefer to take cover against the risks inherent in price fluctuations
rather than tovcoﬁhfnaﬁ tﬁe'pbésibility of occasional gain}"This does not of course
apply to speculative operations. _ ,

Although it is not possible to come to a definitive conclusion as to the long
term effect of "hedging" practices on international prices, it should be emphasized
that this kind of operation constitutes an effective mgghanism for defending
commercial cperators against short-term fluctuations.

The transactions in the futures markets, in both New York and London, are
subject to certain limitations -minimum lots, months in which the market operatés,
‘origin of the commodity, ceilings on daily fluctuations (in the case of the New
York Exchange), etc.]l/ The New York market, in particular, the futures markets, are
subject to increasing vigilance by the Commodity Futures Trading Commission (CFTC),
partly because of the distortions due to speculation which have come to light in
other primary commodities markets.. In the case of coffee, it was the work of the
Bogotd Group which resulted, in 1979/1980, in severe restrictions in the New.York
futures market and, at the same time, some revitalization of the London Harket for
arabica coffees. « .

. Before being hamstrung by these restrictions, the futures markets had grown
very rapidly. In the London Exchange, for example, total transactions rose from
153 000 5~ton lots in 1973 to 660 000 in 1976, while the growth in value was still
more spectacular -34%4 million pounds sterling in 1973 as compared to 5 250 million

in 1976,2/ This growth is due, among other things, to the. increasing acuteness of

1/ For a more exhaustive consideration of the futures markets, see Edward
Rosen: "The 'C' Market-An Expanding Tool for our Industry™, in Coffee Annual 1979,
New York, 1980.

2/ United Kingdom Price Commission: "Coffee: Prices, Costs and Margins",
London, 1977, In the United States, on the other hand, the volume of coffee traded
in the futures markets was 316 500 lots of 30 000 pounds in the fiscal year 1975-1976
valued at USS 4 728 million, See Commodity Futures Trading Commission, "Annual
Report, 1976", Wahington, 1977.

/the problems
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the problems of inflation during this period, which caused investors to take refuge
in primary commodities. . : - e .

"A study conducted by the CGovermment of the United Kingdom innts out, in '
connexion with the futures markets, that there is no way of telling to Qhat point .
speculation may have influenced international prices.: A report.prepared by the |
Commodities Futures Trading Commission of the United States arrive; at the same

conclusions,l/

4, The margins of the final price-of coffe and the
distribution of gains o

As indicated at the beginning of this chapter, international coffee price
trends are largely responsible for the income of the industry and the entities which
help to develop it. As in the industries related to other primary commodities for
export,2/ the distribution of the gains derived from the production, processing and
distribution of coffee is noticeably biased in favour ‘of the industrialized countries
where consumption as well as procéssing and marketing (primarily by United States and
European TNCs) beforehand is concentrated. In view of the high barriers erected -
against the earnings of the coffeé producing countries in the markets of the consumer
countries, the participation of the former in the gains of the industiy depends
primarily on the international price trends for green coffee exported by them to.the
consumer centres.3/ Finally, it is also seen from the foregoing analysis that the
influence had by the producers on the formation of ﬁrices through the various kinds
of international agreements had been weak in ‘a market -dominated primarily by the
interests of thé consumer countries and their TNCs. This is alsé confirmed by the
well known fact that the price rises or booms for coffee producers in the past 30
years (which mbreover, are rare and transifory)%/ are not due to individual policies
but rather to objectlve causes and chance (espec1ally the frosts in the coffe '

plantatlons of Bra21l)

1/ Ibvid., p. 13,

2/ See, for example, “Dlstrlbutlon of galns at the beginning of the 19803"
chapter IV.2., in "The bargaining capac1ty of UBEC and of Honduras and Panama in
particular and the distribution of gains in the banana industry” (CEPAL document,
June 1982),

3/ This is even truer of countries like Colombia where the coffee 1ndustry is
entirely in national hands.

4/ See -table 19, above.

" /In the
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In the absence of more exhaustive data on the distribution of gains between
the producer and consumer countries and the TCNs,l/ this chapter on international
coffee prices will wind up with a rough approximation of the situation 2/ by
evaluating the main components or margins of the retail price of coffee in the main
consumer markets,

Table 20 contains CEPAL estimates 3/ of the three main components of the retail
price of one kg of roasted coffee in the market of the Federal Republic of Germany,.
the United Kingdom 4/ and the United States in the years 1975 to 1978, The first
component is the margin of the cost of the raw material expressed in unit values of
import CIF, with some indication given as to the corresponding cost in the producer
country;5/ the second shows the participation of the revenue obtained by the
government of the consumer country from tariffs and taxes, and the third (the
remainder) represents the margin of other costs and profits of the coffee processing
and marketing firms.

In view of the rough nature of the estimates and the heterogeneity of the
national cases considered (diversity of origin and types of coffee, differences in
the application of the tariffs and tax systems,6/ variations in monetary exchange,.
etc,) some hypotheses may be drawn concerning the distribution of gains between the
producer and consumer countries:

- the share of the producer cowntries in the final price of the coffee 7/ was
less than 40% in 1975 in the three European Markets and 68% in the market of the.

l/ See. CEPAL; Ibldog

2/ This chapter will be touched upon again in subsequent chapters (V and VI)
on the case of Colombia and the conclusions on the negotiating capacity and
distribution of gains in the coffee industry,

3/ See the document cited in table 20,

E? Retail price of one four ounce jar of soluble coffee, which accounts for
over 80% of the coffee consumed in the United Kingdom.

5/ To obtain the returned value of ewxports, it would be necessary to deduct
the cost of freight and maritime insurance (arriving at the value FOB) and the
external payments made by the producer countries with regard to the industry..

6/ For example, in the Federal Republic of Germany, unlike the other markets -
considéred here, consumption of the more expensive types of mild coffee prevails;.
the three European Markets are.mostly supplied by the countries associated with the
EEC through the Lom& Convention and are exempt from the General System of Preferences
and in the United Kingdom there is no special tax at all on coffee.

7/ Over-estimated for the reasons explained above.

/Table 20
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United States. The substantial increase in international coffee prices between 1975
and 1878,1/ which was passed on to the consumers through more than proporticnal
increases in the retail prices, made it possible to increase the margin of the raw
material in 1978 to 44% and to 49% in the Federal Republic of Germany and France and
to 54% and 72% in the United Kingdom 2/ and the United States respectively.

- Most of this Increase in the participation of the producer countries and the
final prices has beeﬁ'at-the_expense of the cost and profits margin of the processors
and distributors, which, in the cases of the Federal Republic of Germany and France
fell from 39% to 26% and from 54% to 44%, respectively.3/

- On the other hand, this redistribution in relative terms in favour of the
coffee-producing countries did not result in a decrease in absolute terms in the
wnit earnings 4/ of the industry and the State in the period under review., As is
also shown . in table 20, the aggregate total of these earnings increased by 117% in
the case of the United States and by 35% in that of the United Kingdom.5/ In France
the unit income of the State rose by llB%hand that of-the industry by 82%. A decrease
in the unit earnings of the industry is estimated only in the case of the Federal
Republic of ZGermany, and that by 11%, but the earnings of the State also rose by 11%,

- In any case, the unit values of the raw material increased in the boom
period for the coffee producers at a much higher rate than did the earningé of the
State and of the industry in the consumer countries (increases of between 361%
(United Kingdom) and 121% (Federal'Republié of Germany)).

1/ For example, from US$ 3,00 to US$ 5,20 in the case of Colombian coffee
(at 1980 constant prices), i.e., by 73%.

2/ 1977,

3/ This breakdown is not available for the markets of the United Kingdom and the
the United States.

4/ Actually, this refers to absclute unit values of the retail price margins.
An assessment of the real income would have to take the volumes marketed into account
as well. o ' :

E/ 1875-19717,

/IV. THE
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IV. THE COFFEE INDUSTRY Ii LATIN AHERICA

L., The economic importance of the industry

Coffee constituted more than one -third of thé exports of primary commodities
from Latin America, on average, in the years 1977 and 1979 (21% if petroleum is
included (see table 21)). ‘In the same period, coffee accounted for over 10% of the
total exports of the region, a share which amounted to nearly two-thirds in the
case of Colombia and El Salvador, over 40% in that of Guatemala and over 20% for-
Costa Rica, Nicaragua, Honduras and Haiti. In the case of Brazil, the leading -
coffee-exporting country in the region and in the world, coffee accounted for 15.5%
of totaluéx§0rts. Coffee also accounted-for a share higher than the regional
average in the exports of Ecuador and the Dominican Republic.

Thé‘importancé’of‘coffee is not, however, confined to the external sector.:
Tts share in the domestic product and its importance for the generation of
empléyméﬁt ave also very great in some countries: coffee is a highly labour-
intensive crop, where there are relatively few prospects for mechanization. Finally.
coffee also generates income for the fiscal sector through the application of
various tax”meéhaﬁiéms”’ The sitﬁatién-with'reépect to the GDP and employment in

the case of Brale Colombla, Costa Riea and Guatemala is summarized in table 22, 1/

2. Share in the world market and bavgalnlng capaclty

In spite of the substantial increase in the importance of pobusté‘coffee of
African and Asian origin after the War,2/ at the end of the 1970s Latin America
was still in the lead, with 57% of world exports, by comparison with 26% for Africa
and 7% for Asia (see table 23). The major exporters were Brazil and Colombia, with
17% and 15% of the world total; the Central American countries 3/ with a combined
share of 16%; Mexico with 4%, and Ecuador and Peru with 2% each.

A comparison of the position of the various Latin American countrzes in the

world coffee market in terms of the share of this product in their total export

l/ The fiscal ‘contribution of coffee in the case of Colombia w111 be examlned

in chapter 1V. L
" 2/ See table 1 above., (This table -is not strlctly comparable w1th table 22

because it includes ICO countries only.).
3/ Costa Rica, El Salvador, CGuatemala, Honduras Wicaragua and the Domlnlcan

Republic. S
o /Table 21
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Table 21

LATiN AYERICA: SHARE OF COFFEE IN TOTAL EXPORTS
(Annual averages 1977-1979)

Share in total

Coffee exports Share in total exports of pri

Kméiiigzz)Of exgzzzz of mary commodities
(including petroleum)

Brazil | |  2054.3 5.5 42,9
Colonbia 1l 84,9 63.1 87.4
Mexdco . 482.5 7.7 13.7
Guatemala : 494,86 42.5 62.2
El Salvador .- . ... .. . 555,8 | 63.3 | N 82;1
Costa Rica 317.5 37.1 . 56.7
Ecuador _ 2441 14.8 20.4
Peru . 212.9 8.9 13.8
Honduras 192.5 31.3 41.4
Nicaragua 185.6 28.2 42.7
Dominican Republic 1u6.7 19.3 29.6
Haiti 58.8 35.0 67.4

Latin America 6 886.6 10.4 21.3

Source: World Bank, '"Commodity Trade and Price Trends, 1976-19738", Washington,
1981l.
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Table 22

IMPORTANCE OF COFFEE FOR THE DOMESTIC ECONOMY OF
SELECTED LATIN AMERICAN COUNTRIES
' {CIRCA 1976)

Brazil
Colombia

Costa Rica-

Guatemalé

Share of coffee Share of the coffee-

" > Share of coffee

in agricul- e sector in total
tural GDP . m .t_o}::}), GDP employment
(%) ’ (%)
19 S 2.4 ves
28 5.4 g
23 : 4.6 8

23 ' ’ 6.4 is.

Source: ICO, Banco de la Replblica de Colombia.

/Table 23



- 71 -

Table 23

LATIN AMERICA: SHARE OF THE LEADING PRODUCER COUNTRIES IN WORLD
COFFEE. EXPORTS (AVERAGE VALUES IN THE PERIOD-1877-1979)

Percentage share of

,/,,// Region Wopld coffee exj;aogts T°$i’ 2291;?; of
Brazil 17.1 15.5
Colombia 15.4 63,1
Costa Rica 2.6 37.1
Ecuador . 2.0 14.8
El Salvador 4,8 53.3
Guatemala 4,1 42.5
Honduras 1.6 31.3
Mexico 4.0 7.7
Wicaragua 1.5 28.2
Peru 1.8 8.9
Dominican Republic 1.2 19.3
Other Latin American countries 1.5 eoe

Total Latin America 57.4 10.4

Africa. 26,1 5.0

Asia 7.1 0.5

Oceania 1.4 9.7

Total developing countries 92.0 3.2

Rest of the world - 8.0 0.1

World total 100.0 0.9

Source: See table 21.

/earnings, reveals
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earnings, reveals diverse situations (see table 22). First, in the case of Brazil,
its position as—leading world exporter (17% of the total) combines favourably with
the relatively high divepsification of its economy aﬁ&fexportsl(coffee accounting
for only 15% of the total). The fact that this country's share in world supplies

of coffee'is“gréater-thap'its dependence on the external earnings generated by this
commodéty,wbbviously_gives it greater freedom in overcoming the negative effects of
the fluctﬁations in inteynational prices 1/ and enables it_tq exerciqéLgpeater_power
in bargaining with external agents than is the case of countries in the reverse
situation.2/ A similar situation (although in smaller proportions) is found in the
case of Mexico. ' '

"In the case of all the other exporting countries in the region and, in
particular, those in Central America, the relationship between the share in. the -
world coffee market and dependence on coffee exports is the reverse of that in
Brazil. While in Colombia -the second most important coffee exporter in the world-
the ratio of the indicators veferred to is approximately l:4, in the Central
American countries it is on the order of 1:15 (Costa Rica, E1 Salvador, Dominican .:
Republic) to 1:20 (Honduras and Nicaragua). On the other hand, this same comparison
also confirms the importance of unity and co-operation among the producing.countries:
the Central American countries together control nearly 16% of world coffee exports,
and this share rises to over one-third when other Latin American producers of mild,
coffee Colqmbia (15%) and Mexico (4%) are taken into account.3/ The fact that the _
Central American countries, Panama and Colombia maintain an integrated banana policy
tovards the TNCs through the Union of Banana Exporting Countries (UBEC), which is
responsible for 60% of world banana imports (excluding the socialist countries) and

past experience with co-operation among the Latin American coffee producers show

l/ Which, in turn are influenced by ‘the level of Bra21llan prodUCtlon (in
particular, by the effect of the frost referred to above). :

"2/ Naturally, the appraisal of the degree of dependence or bargaining power
of a given cowntry vis-&-vis external agents cannot be reduced to a simple formula
based on the respective weight of international trade flows. The limited aim of
this comparison is only to illustrate the heterogeneity of the different national
situations and the importance of unity and co-operation among coffee-producing
countries.

3/ The conbined average of the Latin American mild coffee-exporting cowuntries
in the ICO market alone during the period 1975/1976-1979/1980 was 43% (see table 1).

/the convenience
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the convenience of continuing to seek formulas for organization and appropriate
ingtruments of horizontal co—operatlon in connex;on with tropical export
commodltles.l/ '

3. Local marketing

The domestic market in the Latin American coffee-producing countries varies
in accordance with whether the coffee produced is washed arabica (Colombian milds
and other milds which predominate in Central America) or unwashed arabica (Brazil).
The main difference between the two types depends on whether primary processing
(depulping, cleaning) is a wet operation, as in the case of the washed arabicas, or
a dry operation, as in that of the unwashed arabicas. Among the comtries which
produce "washed" coffee, a distincfion must be made between Colombia, where the
processing is performed by the producer himself, and nearly all the other countrles,
where processing takes plaee in “mllls', which, as a general rule, do not belong
to the coffee-grower.

In the latter countries, the small-scale producer usually sells the coffee
to the washer, whence, after transformation into an export commodlty, it is sent to
the public or private entities which conduct export operatlons ‘In Colombia, on
the other hand, what usually happens is that prlvate and public exporters buy the
coffee already processed from the producer. In the other countries this happens
only in cases of large-scale production or,‘as in the case of Brazzl, where producer
co-operatives exist. Middlemen often aperate in the various efeges involved in the
domestic marketing of coffee, and thelr price dlfferentlals are sometimes relatzvely
high.

With the objective of i«erﬁedyin‘g‘ this and other problems, the majority of
Latin American coffee-produczng countrles have publlc or senu~pub11c agencies with

various functions which pursue the main objectlve of regulatlng and co-ordlnatlng

1/ In 1980, bananas, coffee, cocoa, sugar cane and cotton constituted 69%
of the total exports of Colombia; 50% of those of Costa Rlca, Guatemala and
Honduras and 34% of those of Panam (see Diversificacidn econdmica y alternativas
de cooperacitn multisectorial de la UPEB, in connexion with the bargaining power
of UPEB and in particular of Henduras and Panama and the distribution of gains
in the banana industry (CEPAL, restricted document of July 1982)) and also part III.
3 (a) (i) of this study. ' . ,

/the national
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the national coffee sector and, in some cases, intervening dlrectly ;m the market
to ensure that the producer makes a minimum income.l/

Finally, in table 24 figures may be found which describe the domestic .
distribution of the gains derived from the industry through domestic marketing,
i.e., the share of the export price realized by the coffee-grower. As may be
imagined, the situation varies a great deal from one country to -another depending
on such diverse. factors.-as the, charactepistics of the processing operation (whether
it is carried outby fh-e producer at artisan level or by other entities), the
extent of taxation, the distribution of the tenure of the coffee plantations, the

-.size of the inventories and the effectiveness .of price supports..

Y, Local cons umptlon

To eon:plete th:l.s chapter attentlon should be drawn to the mrpor‘l:ance of the
local consumptioe of coffee, partlcularly in Brazil where the total consmﬂpt:.on
between 1975 and 1978 fluctuated between 7 and 8 million bags, Wthh makes it the
second 1argest eoffee-consumng cowntry in the world, after the Un:.ted States (see
table 25). On the other hand, in terms. of per capita. conswnptlon, Brazil 13 in
the middle level of congumer contries, along with France and the Federal Republ:.c
of Germany, with aoneumpt:r.on of 10~12- pounds of coffee per person a year.

Domestic eonstmrpt:.on has been -an :|.rnportant var:.able in the management of
marketing pollcles by the. publ:l.c sector. In periods when pr:.ces are high, it has
in some cases been necessary for the State to :|.ntewene to ensure that the domestlc
‘market ig adequately Supplled at reasonable prices. In Mex:a.co, for example, for a
nunber of years the Mexican Coffee Institute required that for every two bags
exported one should be held in reserve for domest:.c consumpt:.on.

Conversely, m perlods of over pmduct:.on and depressed prices, the public
authorltles of the Lat:.n American coffee—producmg comtries have had to use the
domestic market to absorb some of the surplus production. In general, the lower
quality coffee produced has been reserved for domestic consumption while the better

quality coffee: has been used for export.

1/ Amng the public or seml-publlc agenc1es oPeratJ.ng in the domestlc
marketing of coffee, mention may be made of the Brazilian Coffee Institute (IBC),
the National Federat:.on of Colombian Coffee- Growers FEDECRFE) the Coffee Institute
' of E1 Salvador (INCAFTE), the National Associaticn of Coffée-Growers of CGuatemala
(ANACATE), the Mewican Coffee Institute (INMECAFE), the Costa Ricain Coffee Office
and the Honduran Coffee Institute.

/Table 24
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Table 24 : oo
e ! :
LATIN AMERICA: PROPORTION OF THE EXPORT PRICE RECEIVED BY THE COFFEE GROWER, 1972-1977 |
o ‘ o
— l> B X T -
Brazil Colombia Costa Rica : feuador  El Salvador Guatermdla | ‘Honduras ~ Mexico ™ Nicaragus Peru
i i e N "
1972 (a) Price to the producer (ctv/ib)  22.94 30.88 31,52 {16.76. . 31,857 . 371 .7 2158 1 27.61° i 38.82 27,01
(b) Export price (ctv/lb) 41,59 49.84 53,12 0 §36.9311 T AT.SLT 43,70 3 00 37.84° . 46,06, 3 46.02 40.70
(c) (a) as a percentage of (b) 55.2 62.0 73.1 P{45.3 67.0 7.4, %7 57,00, 1 52,97 T 843 66.4
1973 (a) Price to the producer (ctv/lb)  32.69 6.90 43.12 % 129.79 34.16 s1.66 7 5 36.98 1 39.76 U 45.85 ‘e
{b) Export price (ctv/I1b) 51.28 66.79 54.83 & Jas.24 53.98 57.76 i s5.167 . 57,55 . 54.96 vee
{c) (a) as a percentage of (b} 63.7 55.2 78.6 .Iv, 67.3 63.3 72,1 67.0 - 69.1 .} 83.4 ves
AR
1974 (a) Price to the producer (ctv/Ib)  35.07 36,93 44.95 . {35.26 41.53 4934, 50.29 | bosyo ol 61,02 54.93
(b) Export price (ctv/lb) 55.81 68.53 63.37.. ’5§f42ﬂ< 61,10, .. 63.6B  © :6hubh |  B&4Ta T 62.82 59.63
(c) (a} as a percentage of (b) 62.8 53.8 70.9 -7 i :67.3 " 70.0 . 7.1 Y78 ; 78,4 " 1 97.1 92.1
1975 (a) Price to the producer (ctv/1b)  50.22 35.66 17.86" o | amag - 3gise. | af.gy - o38l9s ¢ a2’ 46.87 51.36
(b) Export price (ctv/1b) 48.36 68.83 57.59  {47.66 56.66 55.75 7 53,18 159.93- '  62.17 35.84
(¢) (a) as a percentage of (b) 103.8 57.6 65.7 7.7 ]68.4 57.5 75.9 73.2 0 9.1, 754 92.0
1976 {a) Price to the producer {ctv/ib)  90.72 71.77 66.85. | 77.74 85.12 77.80 . .o so.09c | 87,21 86.74
(b) Export price (ctv/1b) 116.20 123,37 110.45 . {10239 - 1l . 10215 . L i 13,440 0 103.99 108.05
(c) (a) as a percentage of (b) 78.1 58.2 60.5 _ v 175.9. 4.4, . 76,2 SR : 33.0, (5 839 80.3
1977 (a) Price to the producer (ctw/lb) 116.25 88.01 139.80 e {122.12 165.46 97.93 .. 153.43 | 110.41:,  118.48 155.50
(b) Export price (ctv/lb) 195.89 221.64 247.58% ;.. {147.52 186.61 188.38 213.66 | 216.89. . 141.20 201.65
(c) (a) as a percentage of (b) 5%.3 39.7 64.3 F o ' 82.8 88.7 51.1I 71.8 ; 50.9 - - 84.1 7.1
e T =
Source: Internatiomal Coffee Organizatiom, co P : ; ;
Y ' ; :
“ 3 !
s ‘ {
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Table 25

LATIN AMERICA: DOMESTIC COFFEE CONSUMPTION
COFFEE YEARS 1960/1961-1978/1979

(Millions of 60-kg bags)

Coffee Year

Domestic consump -

Rest of Total tion as a % of

Domestic consump
tion of Latin

0 seprerber) ' mmrica Amwica tion of Lavia T Auerica s
America

1960/61 7.0 3.7 0.7 - 22.4 25.2
1965/66 7.5 4.8 12,3 20.7 27.8
1970771 8.3 5.7 14.0 43.1 26.6
197577 8.0 5.0 4.0 28.6 24,2
1976/77 7.0 5.5 12.5 35.3 21.4
1977778 7.5 6.2 13.7 30.3 29.2
1978/79 8.0 . 6.4 13.4 29.2 24,1

Source: US Department of Agriculture, "Coffee Production and Trade in Latin
America”™, Washington D.C., May 1979,

/V. THE
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V. THE COFTEE INDUSTRY IM COLOMBIA

1. Economic importance

As indicated in the previous chapter, Colonbia is the second world exporter
of coffee with a 15% of the world total in the years 1977-1979 1/ (see table 23).
Although the importance of coffee in thé national ecdnomy has declined since the
War due to economic diversification and especially to industrial development, it
is still a highly significant product as may be séen in the table 26.2/

It is very difficult to estimate the role of coffee in employment, primarily
because of the seasonal nature of the crop. It is, however, calculated that around
1976 the coffee crop generated a labour force of approximately 740 000 workers.3/
loreover, the stationary population in the coffee plantations, which is basically
dependent on this crop, numbered 2 million people, representing 25% of the rural
population of the cowntry. . ' . . . .

Colombian coffee belongs to the category known as the "Colombian n'l.'i.ld.s.“9 to
which, in addition to Colombia, two African producing countries -Kenya and Tanzania-

contribute. The Colombian milds are, in general, quoted higher than the other types
of coffee.l4/

2. Organization of production and domestic marketing 5/

The prodiction and processing as well as the marketing of coffee in Colomnbia
are in national hands. -Small and medium-sized coffee plantations of from 1 to 20
hectares, which in 1970 accounted for ower two-thirds of the total production of
coffee, prevail. The larger coffee plantations, of from 20 to 100 hectares, produce

24% of the total, partly because of the relatively greater yields per hectare (see
table 27).

1/ The data are for the “‘coffee year”, i.e., the periocd from 1 October to
30 September. '

2/ The sudden recovery in 1977 was of course due to the sharp climb in value
of coffee in the international markets and was only temporary.

3/ See FEDESARROLLO, op. cit., p. 107. :

L/ See table 19, above.

5/ "Precios y Ganancias en el Comercio Mundial del Café”. See also the article
by A. Orlandi, CEPAL Review, Yo. 5, first half of 1978.

/Table 28
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Table 26

COLOMBIA: SHARE OF COFFEE IN THE GROSS DOMESTIC PRODUCT

(Percentage)

Share of coffee in

Year Total Agricultural . Total expt;-rts
GDP- GoP.

1950 9.7 .25.8 e

1960 8.5 26.0 B1.2

1965 7.1 L 2wl 78.3

1970 4.6 | 18.3 68.4

1375 3.6 15 7.2

1977 5.4 26.0 65.4

Source: FEDESARROLLO, "Economia-Cafetera Colombiana', Coffee Fund, Bogot&, 1980.

Table 27

COLOMBIA: STRUCTURE OF LAND TENURE IN THE COFFEE SECTOR (1970) a/

(Percentage)

Size (in hectares) Plantations ;iggug‘[c?ii . Production (kg [giii:re)
less than 1 33.5 4.7 4.3 485
from 1 to 3.99 43,8 25.1 22,2 471
from & to 7.99 ©13.0 20.3 19.1 502
from 8 to 11.99 4.3 11.8 11.6 523
from 12 to 15.99 2.0 7.6 B.3 523
from 16 to 19.89 1.1 5.6 5.8 545
from 20 to 99.99 2.2 21.2 24.1 606
Over 100 0.08 3.7 4.6 674

Source: FEDECAFE, Colombia, 1970 Coffee Census.

a/ Distribution by coffee plantations.

/The yields
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The yields per hectare obviously increased over the past decade owing to the
introduction of technology in Colombian coffee-growing.l/ In 1979/1980, 25% of the
total land was technologically cultivated under direct supervision of the National
Federation of Coffee-Growers, but this land yielded over half the country's
production.2/ Over half the holdings benefiting from the introduction of technology
were under 1.5 hectares in size. '

In Colombia coffee is processed on the farm by the growers themselves. The
harvested berry is depulped and left to ferment for a period ranging between 12 and
24 hours, in wooden vats with plenty of water which is continually stirred. The
berries are then washed, to get rid of the syrupy residues and are dried in the sun.
At this stage, the coffee is called "parchment” coffee, and this is the form in
which it is sold to the purchasers. The final phase of processing is threshing,
which consists in removing the parchment-like outer skin of the berries, and the
coffee is then ready for consumption or export. This last operation, unlike the
first, which has artisan characteristics, is carried out in plants of an industrial
type. Approximately 5 pounds of parchment coffee are needed to obtain 4 pounds
of green coffee ready for export.3/

‘Several factors (such as the predominénce of smallholdings, transport
difficulties, etc.) determined the adoption of this systeﬁ of processing coffee,
which gives the producer part of the value added which would otherwise benefit the
industriil units. The equipmént required for processing coffee is minimal,k/ and
the procedure is simple. Processing'the coffee on the farm means that advantage can
be taken of the post-harvest period, use can be made of the waste léft by the
operations as compost and the weight of the loads to be transported to the buyer
markets can be;cut down. Before being éold, the coffee is sorted by hand, and the

lower-grade beans are classed as "pasilla’ or coffee for domestic consumption.5/

1/ New crops promoted in the past 10 years included the “Caturra® variety,
which does not require shade and provides higher yields with heavy fertilization.

2/ See "Economia Cafetera', information bulletin of the Federation of Coffee-
Growers, Vol. 9, No. 7, July 1979. _

3/ For this reason parchment coffee is usually sold in loads of 125 kilogrammes
or in Tarrobas’ of 12.5 kilogrammes, which correspond, after threshing, to 100 or
to 10 kilogrammes of green coffee, respectiwvely.

4/ It consists of a hand-operated depulping machine, with a few wooden vats
for fermenting and a space for the drying process.

5/ As will be notedy "pasilla" also plays a part in the export activities
since one of the export taxes consists in a 6% of the volume exported payable in
‘pasilla‘.

S /It is
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It is estimated that there is one coffee mlll in Colombia for every -four
hectares under coffee, a flgure Wthh gives some idea of the artisan level at which
this activity is carried on.l/- Only‘a.few-farms go as far as undertaking the
threshing operation because it.requires high investmeﬁt'and-ie.not economical on a
small scale.,'Ohce;thfeshed, the "excelso” coffee or green eoffee for export which:
meets the quality standard established by the National Federation of Coffee-Growers
is marketed internationally. - h

In recent years the creation of coffee processing and marketing co-operatives
has beep promoted with technical and financial support from the Federation. It is
estinateﬁ that at.present the majority of smalieseaie coffee~growers are members of
some kind of co-operative. ‘

As can be seen 1n greater detall 1n the following. part, the’ coffee-gTOWer
must. 'sell parchment coffee to the_federatlen of Coffee-Growers, which has a petwork
of purchasing centres in all the coffeefproducing areas. In- . these centres commercial

-middlemen. do the threshing and then export the coffee.

3. Instrumerits of the coffee policy

In the coffee policy of Colombla, an 1mportant role 15 played by the
Federation of Coffee-Growers (FEDECAFE), a prlvate assoc1at10n of coffee producers
whlch, in practlce, enjoys a senu-publlc status. Its functions include the
follow;ng fixing of support prlces and the determination of quelity Eriteria in the
purchase of coffee from producers; formation and managenent of 1nventoraes, sales to
 private exporters or direct exportatlon of coffee5 utlllzatlon of the Natlonal
Coffee Fund, which is fed by coffee taxatlon at several levels and by the proflts
on the Federatlcn g sales; control of the domestic market and, in general
responslblllty for the coffee pollcy at both the domestic and the 1nternat10nal
level. The 1nteresfs of producers, exporters, the State and other economic agents
connected with the industry confront one another and are reconc;led‘ln the -
Fedﬁratibh’ Coffee policy decisioﬁs as a genefel rule emanate from FEDECAFE.

The various 1nstruments of the coffee polmcy which have an 1mpact on the income
of the coffee producers and exporters and the State are dlscussed br&efly in this

part of the study. Obviously these are basically determlned by market .forces;

1/ In E1 Salvador, for example the corresoondlng flgure is approx1mately one
proce331ng plant for every 700 hectares. S .

/hcwévér} the



however, the State, in corporation with FEDECAFE, influences two important factors
in the free play between supply and demand: (a) the minimum guarantee prices (or
producers' price supports) set by the Federation of Coffee-Growers, and (b) the tax
mechanism, which is modified in the course of time and sets the parameters within
which the private agents are allowed to intervene.

(a) = Minimum support prices

The minimum price of parchment coffee is set by a govermmental committee made
up of the Ministers of Agriculture and Finance and the General. Manager of the
Federation of Coffee-Growers. Table 28 shows the trends of this price in the period
19721979 in comparison with fhe prices paid by private exporters. As may be seen,
the support prices paid by FEDECAFE increased 2.7 times during the "boom' (1976-1977}
while those paid by private exporters grew by a coefficient of 2.3.

In June 1976, with a view to reducing the inflationary effects of the rise in
the price of coffee, the Coffee Savings Certificate (TAC) was introduced. Through
this instrument, the Federation paid the coffee-growers part of the support price
in negotiable certificates, bearing an annual interest of 18% and quoted in the
national financial market at a value slightly below their nominal value. In table
28 this difference is discounted from the FEIECAFE prices for the period June 1976-
February 1979.

The maintenance of the domestic price at Col% 7 300 between June 1977 and
February 1979, at the margin of the real decreaze due to the effect of the monetary
depreciation, meant that naticnal producers continued to;bg paid at remunerative
levels déspite the sharp drop in coffee prices in the international markets. The
purchases made by the Federation on the terms described have been financed by the
National Coffee Fund (a special account in the Banco de la Repliblica, managed by the
Federation), which, in addition to using its own resources for that purpose, may
cbtain loans from the Banco de la Repiblica and pay them off as the coffee is sold
to private exporters or e:ported directly abroad.

(b) Taxation
The tax instruments which relate to the coffee sector are, with practically

no exceptions, brought to bear in the export phase.l/ They are as follows:

1/ Tax incidence on production (income taxes, land tax and addltlonal taxes)
is minimal, and does not”amount to 5 of productlon costs. -

/Table 28
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PRIVATE EXPORTERS (1872-1979)
(Colombian pesos per 125~kg load)

COLCMBIA: PURCHASE PRICES OF PARCHMENT COFFEE PAID BY FEDECATE AND BY

Difference

Year and month FEDECAFE Exporters
1972 1 500 .1 508 -8
1973 1 937 - 1891 46
1974 2.207 2 369 -162
1975 2728 . 3 006 -278
1976 1 - '3 500 47150 ~650
IT '3 845 S 4.570 =725
111 4 120 4 560 =440
IV 4 195 5 220, =725
v 5 000 6 170 =1 170
VI | 6 560 a/ € 950 =390
VII © 6 450 - 6222 228
VIII . B 450 . 6 768 ~546
IxX 6 450 ° 6 350 100
X 6 450 6 250 - .. 200
Xt 6 490 - 6 500 -10
XIT 6 960 © 7 225 -265
1977 I - 6 899 7 528 - =629
II 6 941 7 500 ~-559
IIT 6 934 7 600 | ~666
TIV 6 932 7 350 -418
¥ 6. 946 & 600 . 3ug
VI 7 238 6 500 738
vIir 7 249 6 500 749
CVIII 7 248 6 725 © 523
IX 7 233 6 580 ~ B53
X 7 237 - 6 500 737
XT 7 240 6 800 1Y,
XII 7 240 6 850 - 390 .
1978 I 7 234 7 008 226
II. 7 224 7 001 223
III 7 224 6 921 303
v 7194 6 991 - 203
' 7 207 6 923 Co28L
VI 7 200 . 6 938 262
Vil 7 226 & 905 321
VIIT 7239 7 009 230
IX 7 250 7 073 177
X 7 190 - 6 960 230
XI 7.169 6 849 320
XIT° 7 139 6 773 366
1979 I 7 142 6 920 222
II 7 143 6 860 283
11 6 400 & 150 - 250
1v 6 400 6 363 37
v 6 574 . 6 578 -4
VI & 947 & 955 -8
VIL 7 143 - 7-110 33
VIII 7 340 7 278 6l
IX 7 713 7 759 -46
X 7 900 7 919 -19
XI 8 100 . 8 072 28

Source: Prepared on the basis

Manager, various years.
a/ Between Jumne 1976 and February 1979 the Coffee Savings Certificate (TAC) is shown

at its commercial value,

of data published by FEDECAFE, reports of the General

1Y Reinteoro
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(1) Reintegro minimo cafetero (minimum exchange surrender requirement)

Since 1967 the Munétafy Board has been determining the amount of foreign
erchange which has to he deposited for each 70-kg bag exported.l/ Previously
(1957-1966) there had been a special exchange rate called the "coffee dollar'.2/
This exchange differential really constltuted an additional variable tax which at
present operates when the exchange refund level lS set above the intermational price
level, Such cases are not very common and more than anything else amownt to an
attempt to force internationgl prices up by discouraging the national supply.

On the other hand, the opposite -a failure:io.respond promptly in adjﬁsting
occurred in the Colombian experlence.gf This happened during the boom in 1976-1978
and resulted, on the one hand, in a smaller inflow of exchange for the Banco de la
Repﬁbllca and, on the other hand, additional galns for private exporters.

(ii) The ad valorem export tax

This tax had been abolished in 1962 but waé reintroduced in 1967 simultaneously
with the abolition of the special exchange rate for coffee (see above). It is
determined on the basis of the minimum refund set by the lonetary Beard, and its
rate was progressively reduced from the original rate of 26% until by 1980 it had
dropped to 13%. The revenue it produces is dlstrlbuted hetween the Naticnal Coffee
Fund (209) the Departnental Coffee Committees (5%) 4/ and the Tax Office (75%).

(iii) Exchange differential on foreign currency receipts

This instrument has been in force since 1977 and applies to all exports. It
is collected through discounts applied to the exchange certificates. Its rates
varied from between 15% and 6% during the period 1877-1980.

(iv) The real currency exchange rate

Through the instruments referred to above, a real rate of exchange for
currency receipts from coffee exports has been established by the State. This
differential rate has always been greater than the rate applied to the exports of

1/ At the end of 1980, the relntaggg minimo cafetero was set at US$ 201 per
70-kg bag exported.

2/ The exchange rate used for coffee exports averaged about 20% lower than that
used for other types of exports.

3/ See FEDESARROLLO, op. cit., chapter XX.

u/ For infrastructure works in coffee—growlng areas.

/other goods
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other goods (see table 29). As was to be expected, the di fferences between the

£Wo exchange rates grew wider and wider during the price bonanza (1977~ 978}

Table 29

COLOMBIA: EXCHANGE RATES FOR COFFEE EXPORTS AND EXPORTS OF
. OTHER GOODS (1975/1980)

(Col$ per US dollar)

Coffee Other Differences

Yea? and month exports exports - "~ {percentage)
1975 January . 23.39 | 28.88 23.5
- June 2k, 37 - 30.83 23.5
1976 January S 27158 33,119 22,0
June . - - . 28.41 ' 3u.64 . 21.9 -
1377 January 30.20 . 36.38 ©20.5
June , 25.75  88.50 41,7
1978 January 29,07 , 38.03 ~ 30.8
June ' ' 30.32 38.81 o - 28,0
1979 January ' 31.46 o 4115 30.8
June : ‘ 32,9, .- R 42,69 , o 28.4
1980 Jamuary SRR T T R 44,16 : . 29.4

Source: FEDECAFE, "Economia Cafetera”, Volume 10, No. S, May 1980.

(v) The coffee retention quota

This instrument refers to the private exporters' obligation to surrender to
the National Coffee Fund a payment in kind of "parchment” coffee, with no
remmeration whatscever. The quota is fixed periodically'in percentages of the
volume of vgreen' coffee exported. The surrender of this amount of coffee, or its
equivalent in money, is a prerequlslte for obtalnlng an export permit.

Since, as was seen above, 1.25 wits of parchment coffee are needed to cbtain
one unit of "green" coffee, the amount required is, in fact, 1.25 times the volume
it ig desired to export. TFor example, with the retention guota of 58% inI1979 the
amount of parchment coffee that the private exporter had to surrender per 70-kg bag
exported was calculated in accordance with the follow1ng formula:

70 x 0.58 x 1.25 = kg 50.75 (or its equivalent in money).

/Originally (retention



- 85 -

Originally (retention was introduced in 1958) the main purpose of this
instrument was to build up inventories with a view to protecting coffee prices.
Between 1958 and 1972, the coffee retention quota never exceede& 25%. Later,
however, when cash payments were permitted, the retention quota became just one
more tax and, from 1974 onwards, the most important tax at that. As intermational
prices rose, the rate of retention increased wntil it had climbed to 80-85% in the
period 1976-1978. Later it began to decrease, dropping to 25% at the end of 1980.

(vi) The "Pasilla y Ripio” tax

This tax corresponds to a fixed quantity of "pasilla" and "ripio" lower-grade
coffee which every exporter has to hand over to the Fedsration. It serves the
purpose of cobtaining lower-grade coffee for domestic consumption, reserving the
higher-grade beans for export. TFor every 70-kg bag of ‘green” coffee exported,
the exporter has to swrrender 3.85 kg of "pasilla" and 0.35 kg of "ripio".

4. The effects of taxation

The total amount of the taxes collected compared with the total value of
production as calculated by FEDESARROLLO is shown in table 30, while the distribution
of the total tax earning among the coffee organizations and the State is reflected
in table 31. Both tables show, on the one hand, the increase in the tax burden
during the period of the boom (1976-1977) and, on the cother hand, the fact that
much of the increase in tax earmmings returned to the Coffee Federation through the
National Coffee Fund and the Departmental Committees of Coffee-Growers to accumulate
reseyves which make it possible to maintain the levels of the guarantee prices, to
create infrastructure, extension services, etc.l/

As was observed in the preceding part, the support prices and the levels of
taxation are the two basic¢ parameters of the formation of the domestic '"balance"
price and therefore determine the profitability of the industry. In the case of
the private exporters, the degree to which coffee policy instruments are applied
determines de profitability of their activities and consequently the decision as
to whether to compete on the external market with Colombian coffee or to yield this
option to FEDECAFE, which has the obligation to accept the whole supply of coffee

1/ The surplus accumulated during the period of high international prices
enabled the National.Coffee Fund, for example, to finance domestic purchases at
prices favourable to the coffee-growers after the "boom".

/Table 30
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Table 31

| COLOMBIA: DISTRIBUTION OF THE RETURNS FROM TAXES RELATING TO
THE COFFEE SECTOR (1875-1979)

(Milliens of pesos at current prices and percentage)

Percentage remitted to:

Years .. — :fotal taxes National Departmental a
: R overnment

Coffee Coffee budeet

Fund Committees =
1975 7 193.9 59.5 2.1 38.4
1976 16 651.2 68.8 1.7 29.5
1977 29 513 75.3 1.5 23,2
1978 40 097 78.3 1.4 20.3
1979 19 091 a/ 79.8 1.2 19.0

Source: FEDECAFE, Report of the General Manager, Bogoti, December 1979,

a/ January/June.

produced in the country and to. pay the declared support prices. The intervention
of FEDECAFE in the market is, moreover, regulated administratively.l/

In table 32 it may be observed that in 1976 the Federation exported close to
one-fifth of the tofél, while in the years fbiibwing the boom and the accumulation
of inventories, its participation increased from slightly over two-fifths in 1977,
until at the end of the 1970s a virtual monopoly was reached. This situation,
which, as is only logical, has been objected to by the private exporters,2?/ was due
to the high domestic prices maintained by the Federation. In 1981, the situation

changed, and the private exporters have been able to resume their operations,

1/ The Federation monopolizes trade with countries which have State commerce
arrangements, such as the socialist countries and Spain. In addition it usually
exports larger qualities to Europe than the private exporters. They, for their
part, usuvally specialize in trade with the United States.

2/ See the rveport by Gilberto Arango Londofio, President of the Colombian
Coffee Exporters Association, to the Internmational Coffee Symposium and Fair held
in October 1980 (mimeographed document).

/Table 32
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Table 32

COLOMBIA: EXPORTS OF COFFEE BY FEDECAFE AND PRIVATE FIRMS (1969-1980)

{Thousands of 60~kg bags)

Firms

‘ FEDECAFE |

Year ~ Volume ce§:§;e Volume ceiiz;e 3g§i;e
1969 2 655 41,0 3 823 59,0 6 478
1970 2857 43,9 3 652 - 56,1 . - 6 509
1971 2 565 39,0 4 004 1.0 6 569

1972 2 343 35.9 4 186 6l.1 6 528
1973 2 823 41,7 3 9u3 58.3 6 766
1974 2 868 41.5 4 038 58.5 6 906
1975 2 935 35.9 5 240 64,1 8 175
1976 1 3ls 20,9 u 975 79,1 .6 289
1977 2 388 44,9 2 935 55,1 5 323
1978 5 659 62.5 3 375 37.4 9 034
1979 9 693, © 87,1 1 438 12.9 11 131
1980 a/ 8 701 97.9 185 2.1 8 886

Source: FEDECAFE, Report of the General Manager to~thefthirty~hinth National

Congress of Coffee-Growers, Bogotd, December 1980.

&/ January-September; preliminary.

/The high
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The high level of taxation in Colombia constitutes an incentive, especially
in periods of high international prices, for coffee smuggling, particularly to

Venezuela.

5. Destination of exports

One of the most important characteristics of Colombia's export trade in coffee
in the past 15 years has been the diversification of the markets of destinationm.
This diversification was due primarily to a constant drop in the share of the United
States in world imports and to a corresponding increase in the share of Europe and
of the non-traditional markets of Japan and the socialist countries.l/

As may be observed in table 33, the share of the United States fell from 79%
in the last five years of the 1950s to 28% at the end of the 1970s. Conversely,
during the same period, increases were recorded in the share of the EEC (from 11%
to 41%) and, particularly, in that of the Federal Republic of Germany (from 7% to
26%). The share of the new markets of Spain, Sweden, Japan and the socialist
countries also grew considerably during that period, their combined share increasing
from 4% to 19%. In addition, 1980 marked the inclusion for the first time of two
Third World countries -Argentina and Algeria- in the ten leading purchasers of
Colombian coffee {with 245 000 and 220 000 bags, respectively).

6. The soluble coffee industry

In Colombia soluble coffee has been of marginal importance. This is due to
reasons indicated above, including the domination of the world market by
transnational corporations and the staggering of tariffs by the importing countries
and, in the case of Colombia in particular, the relatively high price of roasted
Colombian coffee and the lack of policies relating specifically to this sector.

The sizeable increase in national coffee production and the surplus supply
of coffee on the internatiocnal market, together with the effort to increase the
value added of the country's exports, have helped to promote more advance processing
of Colombian coffee in recent years. At the National Congress of Coffee-Growers in

1980,2/ the introduction of coffee production and export incentives was announced,

1/ See I. 1 (b) (ii) of this study.
2/ See the report of the General Manager to the Thirty-ninth National
Congress of Coffee-Growers, Bogot&, December 1980, p. 35.

JTable 33
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the goal being to increase the processing capacity to an annual volume of 400 000
bags (green coffee equivalent) in 1982.1/ It is to be hoped that, as a result of
the two factors refervred to, the-export of golubles by Colombia will inérease in

the future;

1/ See "Seminario scbre Café", Corpordcién Autdénoma Universitaria de
Manizales, 1981. :

/VI. CONCLUSIONS
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VI, CONCLUSIONS: BARGAINING CAPACITY AND DISTRIBUTICH OF .GAINS

In thls final chapter of the study, an attempt Wlll be mdde to draw some
conclu51ons concerning the bargaining capaczty of the coffee-produc1ng countries in
general and of Colombia, in particular, in their dealings with the trafisnational -
oligopoly which dominates the world industry and alsc to consider the distribution

of gains between the two parties.

1. The transnational oligopoly and barriers against
the producer countries

(a) Power bases of the transnational corporations

Table 34 constitutes a summary of the main factors involved in the power of the
THCs which lead the world coffee market 1/ and their respective strategies. The
global eccnomic power of these transnationals, their domination of the highly
concentrated industry and their considerable sectoral and geographical diversification
give them considerably more bargaining power than that of the coffee producers,
particularly when the producers take on the big distributors, roasters and
manufacturers of soluble coffee in the consumer countries on their own.

The main strategies of the diversified TNCs in the food and beverage industry
(such as General Foods, Nestlé and Coca Cola) and the big firms which specialize in
coffee (such as Jacobs of Switzerland) fall within the usual objectives and
procedures adopted by tramsnationals in protecting and enlarging those segments of
the consumer markets which they dominate and in their expansion into new markets.
The foregoing analysis of the growth strategies of the TNCs in the main coffee
consumption markets 2/ show that it was the more powerful transnationals, mainly of
United States and Swiss origin, which were the most successful in aequiring
established firms in national markets; in coffee product differentiation and
branding; in mounting costly advertising campaigns and engaging in "disloyal” or
aggresive practices in winning new consumers for their products and, finally, in
gaining proprietary control of techreology and, in particular, the innovations in the

industry.3/ Obviously, the high degree of sectoral and geographical diversification

1/ See footnote a/in table 3u.

2/ See parts I.3 and II.1 of this study.

3/ This kind of technological takeover makes the coffee industry different
from other food industries in which the proprietary control of the technology is
shared by those who supply the machinery and equipment.

/Table 34
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Table 34

FACTORS INVOLVED Ii THE POWER AND STRATEGIES OF THE TRANSNATIONAL
OLIGOPOLY Iil, THE WORLD COXFEE MARKET a/

Sphere of action

Factors relating to power/strategies

A, Oligopolistic power
1. Roast coffee market

2. Soluble coffee:market
3. Global economic power
L, Sectoral diversification b/

5. Geographical diversification

6. Retail distribution of food

B. Strategies for:

1. Expansion of capital
2. Marketlng

3. Innovations and technology

C. Additional barriers agalnst
producers

- Pour firms control over more than 60% of the : ...

sales in the USA,the Federal Republic of Germany,
France, the Netherlands, Sweden, Belgium and the
United Kingdom. ‘

Four firms control 80-90% of the leading markets.
Total sales of six TNCs in 1976: US$2525Tmﬁllon

'(a) Share of coffee: 20%.
{b) Other beverages and food: 80%.
' Subsidiaries in 6 (Consolidated Foocds) - 54

{Nestléd) countries :

Four integrated firms and/or co- operatives c/
control between 28% (Federal Republic of Germany)
and 71% (Denmark) of the sales.

Acquisitions, mergers and joint operations

(a) Manlpulatlon of green coffee inventories and
. prices in the Exchanges and through "cost
mixes" of raw materlals of various origins
and grades.

{b).Product differentiation and branding.

{c) Commercial advertising (3-10% of the sales

. value).

(d) Price manipulation and "wars" (coupons,
discounts, etc.).

(a) Proprietory control over registered trade

'~ marks and technologies (of a total of 290
patents, General Foods owns 113 and Nestlé,
243

(b) New products in response to the "boom'- grade
of extraction, substitutes (‘extenders),
"economy blonds” and decaffeinates (in 1979,
10% of the total coffee sales in the USA,
20% in France and 30% in the United Kingdom),

(a) Discriminatory tariffs applied to processed
coffee and coffee from Latin America, in
general (Lomé& Agreement).

(b) Special coffee taxes.

Source: Tables and text in parts I. 2-3 and II.1 of this study.

a/ The table refers in particular to the situation during the second half of the 1970s
of four THCs of the United States (General Foods, Procter and Gamble, Consolidated
Foods and Standard Brands) and two of Switzerland (Nestlé and Jacobs) in the
markets of the industrialized, market-economy countries.

b/ Averages for the six leading TNCs (including Jacobs of Switzerland, which

specializes in coffee).

¢/ Customers of the TNCs which operate in the retail coffee trade and occas;oually
also branch out into coffee processing.

/givesrthese
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gives these corporations enough capacity and flexibility to assign and transfer funds
among dlfferent sectoral and geographlcal centres of their activities amd to lose
scme of the funds temporarlly in order to gain hlgher profits in the future.
(b)Y Effects on the producer countries oo .

Focusing now on the power of the oligopoly and the strategies of the TNCs
within the context of the interests of the peripheral, coffee-producing countries,

we may draw attention to two spheres in which the :TNCs limit the bargaining capacity

of those countries or manage to out-bargain them: first, prices and other factors
in the internationél marketing of gréen.coffee exported by the producer countries and
second, access or barrlers to the entry of those countrles into the manufacture
and 1nternatlonal marketlng of. coffee products in general ‘and thelr partlclpatlon
and direct 1nvestment in the consumer Markets, in partlcular.
(i) In the field of prlces _
As indicated above 1/ the unit prigce received for green coffee in the

international markets censtitutes the main way of determining the distribution -

of gains between the‘two parties. It be comes practlcally the sole determinant

in cases, such as that of Colombla, where there is a total absence of the TNCs in
the prq@uctlon and marketlng of the coffee.gj It becomes cobvious that the
oligbpéonistic power exercised by a few TNCs 3/ ovér many countries which export
gmmcﬁﬁem@hsmmtBMMﬁmfmcwm6fﬁemwm&ﬁﬂbymﬂwmﬁ%
inventories, taklng advantage (often speculatlvely) of the price fluctuations in the
international exchanges and of "price mlxes” of coffee of different corigins and
quality 4/ {(in addition to the various substitutes used in the manufacture of

of soluble coffee). The TNCs resort to these procedures ("economy" blends and

1/ See part III,1 above. ‘

2/ In other producxng countries where TNCs participate in the production and
marketing of coffee and coffee products there are also other commercial and
financial links and flows which determine the distribution of gains between the two
parties (for example, transfer prices). -

3/ In Colombia, two TNCs of United States orlgln purchasad 50% of the coffee
exported to the market of that consumer country, and six corporations purchased 90%
of it. Similarly, six corporations account for 96% of the imports of Sweden, and
three for 100% of those of the Federal Republic of Germany (see the remark by
Dr. Ivan Marulanda, Seminaric scbre café, Corporac1cn Autonoma Unlversltarla de
Manizales, Manizales, Colombla, 1981, pp. 95-96. --

4/ "The roasters tend to mix kinds of coffee on the basis of their price and
not necessarily their grade... if the differential between the price of Colombian
coffee and that of coffee from other countries increases, the demand for our coffee
may contract significantly” (see Dr. Diego Pizano S., "Los sistemas de comerciali-
zacidn y exportacidn de café”, Ibid., p. 72. Jdecaffeinated roasted
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decaffeinéted roasted and soluble toffee) in reacting to the price "booms", suchas
the one in 1977-1978 (after the frost in Brazil), to maintain or even increase their
retail price margins.l/

It may be concluded from the preceding paragraph that the real international
prices, the terms:of trade and pﬁices of green coffee are primarily determined by
the transnational oligopsony‘in the world coffee industries to the detriment of
the producer countries. It has so faf‘not been possible to redress this imbalance
in the bargaining.capacity.through the international coffee agreements, whose
effectiveness in the establishment and stabilization of remmerative international
prices was hindered by the opposltlon of the industrialized countries and by pressure
from the TNCs which dominate the industry.2/

(ii) Access to the markets of consumer countries

The oligopolistic domination of the coffee consumption markets has a negative
inflﬁcnce on the share of the producers in the gains of the industry not only
through the international marketing of green coffee but also through the barriers
to the increase in the value added by the national industries of the producer
countries. Everybody knows that increased value addéd'hay result, first, from
coffee exports which are more highly processed (for example, roasted and ground
coffee, vacuum?packed coffee, solublé coffee, etc.) and second, in the
participation and even the direct investment of the producer countries in the
markets of the consumer countries.

The foregoing analysis of the factors involved in the power and strategy of
the TNCs (see again table 34) has shown that the bigger TNCs in the food industry
in the United States and Switzerland were absorbing the smaller firms by taking
over larger and larger segments of the consumer markets. In addition to this kind
of oligopolistic competition in the ?rcceSSing and marketing of coffee products,
there are two factors which limit cthe increase in the value added by the producer
countries: first, the high degree of concentration which also exists in the retail
distribution of food, including coffee,.and, second, the protectionist and
discriminatory policies (with regard to the degree of processing and origin of

coffee) on the part of the governments of the producer comntries.3/ These last two

1/ See part 2 of this chapter.

2/ See part 11.3(a), above.

3/ See parts I.4 and II.2(a), above. S -
/factors cbviously
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factors obviously have some responsibility, generally speaking, for the increase in
the comparative advantages of the oligopolistic corporations (vwhether national firms
or subsidiaries of the TNCs located in the consumer markets).:

The entry barriers described above -can usually be overco@e only by the biggest
coffee producers,'as.may be seen, in particular, in the casefof Brazil.l/ Obviously,
only exports of coffee and coffee products in large volumes enable a producer
country to establish direct links with the retail distribution networks in the
consumer countries, resist the pressure exerted by the established TNCs and
penetrate the non-traditional markets (guch,as those of the United kingdom,,Japan,
the socialist countries and countries: from the Latin.American region itself)., 1In
Colombia, the second largest world coffee exporter, the comparative advantage of
exports of soluble coffee is also- belng reappralsed 2/ On the other hand, the
medium-sized and small exporters, such as those of Central America, for example,
would cbviously be able to overcome the entry-barriers to the markets of the consumer
countries and achieve greater value added in their coffee production only by wniting
their efforts in a co-ordinated and/or joint action. . | _ .

-There follows: a description of some aspects of the distributionAof gains
between the TNCs (and the world coffee industry, in general) and. the producers.
These factors result from the imbalance between the two parties in respect of thelr
bargaining power, as. analysed above. . Special attention will be focused on the
importance, in the distribution of gains, of the value adqed_through coffee

processing and marketing as has been discussed in this section.

1/ In 1976, Atalla, the private Brazilian firm, with world coffee sales
amounting to USS 220 million, occupied sixth place in the "ranking" of exporters
of roasted coffee (approximately 2% of the world market), In the case of soluble
coffee the same group occupied fifth place in the market of the USA (1% of the
total, see tables 5 and 13 above). On the other hand, at the end of the 1970s,
Brazil had the installed capacity to produce some 3.3 million bags of soluble coffee,
most of it in the hands of USA~-based TNCs. ,

2/ In 1982, the capacity to produce soluble coffee in this country amounts
to only slightly more than 400 000 bags. The former resistance to the. processing -
of Colombian coffee was related to its low rate of profitability which was overcome
through the illegal use of coffee for local consumption as a raw material (with
subsidized prices. On the other hand, much of this coffee leaves the country,
also illegally). o . N /2. The
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2. The distribution of gains

(a) Participation at country level

In the preceding section (item (b)), it was stated that the oligopolistic
power of a few TNCs in the world coffee market usually has a negative influence
on the participation of the producer countries in the gains from the industry,
primarily because of the mechanisms related to the formation of international prices
of green coffee and the barriers against entry into the processing and international
marketing phases. It is only during short "sellers' market" periods or price
booms 1/ that the share of the producer countries in the final price of coffee
increases, as illustrated by the case of Colombia in the period 1975-1977 (see
table 35),

In 1977, the year of the international price boom, the share of Colombia in
the final prices of processed coffee in the various consumer markets rose
substantially by comparison with 1975, owing to the increase of the unit value FOB
of its green coffee exports.2/ Conversely, there was a drop in the share'of the
value added internationally,3/ i.e., in the maritime transport of the raw material,
its handling, processing and marketing (including the fiscal sarnings of the
consumer countries through tariffs, taxes, etc.).

On the other hand, this relative improvement in the balance of gains in
favour of Colombia resulting from the price boom in 1977 did not result in a decrease.
in abscolute terms, in the coffee earmings of the transnational oligopeoly or in the
fiscal earnings of the consumer countries. This important aspect of the period when

coffee supplies were low has been illustrated in the foregoing analysis of

1/ Whose causes are usually out of the ordinary and a matter of chance
(effects of the frosts on the coffee production of Brazil, the leading exporting
country).

2/ The big differences between the various markets in terms of retail price
margins are attributable primarily to the diversity in freight rates and maritime
insurance costs (relative advantage of the United States market), tariffs, taxes and
other expenses in the consumey markets {see part III.4, above).

3/ From the considevation of the case of Colombia gbove it may be seen that
the value added nationally is only marginal (processing and distribution of coffee
for domestic consunption, low share of soluble coffee in exports and low incidence

of ventures into intermational marketing, etc.).
/Table 35



- 08 -

Table 35

RETAIL PRICE OF COLOMBIAN COFFEE: SHARE OF THE UNIT EXPORT VALUE FOB
AND THE VALUE ADDED INTERNATIONALLY

"As a percentare of the retail price of 1 }fgf of
roasted ground coffee) -

. 1975 T 'f 1977
~ Market . . .
Value FOB a/ Value added b/ Value FOB a/ Value added b/

USA 53 37 ' 75 N 25
Federal Republic o | o |

of Germany 26 - ' 7Y I AR 53
France 45 5% 60 Lo
Italy 37 : 63 : 61 39

Source: Prepared on the basis of table 49 in "América Latina y el mercado mundial

del café", CEPAL, op. cit. :

. a/ Using the factor 1.19 to convert green coffee to roast coffee.

b/ The difference between the final prlce and the unit value FOB. These figures
therefore represent not only the processing and international marketing margins
but alsc the freight and maritime insurance margins (to obtain the value CIF)
and the tariffs and taxes paid to the government of the consumer country.

/international prices
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international prices 1/ according to which the increase in the prices CIF of green
coffee occurred concomitantly (although at a lower rate, according to that estimate)
with the rise in the earnmings of the international industry and the governments of
the consumer countries.

Taking into accout the usually very tentative nature of the calculations of
price margins ,2/ it may, in any case, be concluded that the rises in the final price
of coffee and coffee products during the short sellers' market periods result not
only from the increase in the prices FOB or CIF of green coffee but alsc from the
receipt of higher earnings by the world industry and the tax authorities of the
consumer countries. In other words, these external agents become, vis-3-vis the
consumers, collectors of the increase in the earnings of the producer coumtries,
Probably participating also in the price boom by way of greater net earnings and
profits.3/ This assumption seems justified both  in the case of the State earnings
derived from tariffs and ad valorem taxes 4/ and with regard to the profits of the
transnational oligopoly in the coffee industry (also taking into account the decrease
in costs brought about through the "price mixes” of green coffee, the use of
substitutes in the production of soluble coffee, ete., as referred to above).

Experience seems also to show that a reasonable increase in coffee prices,
which have been held down sipnce the transitory boom, and their stabilization in the
medium term could be absorbed by the world industry and the consumers.. As indicated
above, this topic is a matter of centroversy between the producer and the consumer
countries in the negotiation of the International Coffee Agreement.5/ The alternative,

which has been tried in the case of other primary export commodities,b/ consists in

1/ See part IIL.4 of this study and, in particular, table 20.

2/ This is related to problems of access to the data of, the various corporations
involved and to the comparability of such data.

3/ A similar phenomenon occurred in connexion with the rise in the retail price
of banana after a number of Central American countries, joined together in UBEC
(Union of Banana Exporting Countries), established a new tax on the export of bananas
in 1974 (see "Bargaining capacity and distribution of gains in the banana
industry...', CEPAL, op. ¢it., chapter III,2),

4/ See part 1I.2(a), above,

5/ See part II.3(a), above.

6/ See the cases of OPEC, IBA (International Bauxite Association) and, in
particular, the case of UBEC cited above. Naturally, the case of coffee has its own
characteristics which are entirely distinct from those of other primary commodity
industries. On the other hand, it is interesting that the main obijective of the
banana TNCs in fighting against the new export tax was first, to convince the
governments in UBEC of the dangers that other fruits might be substituted for bananas
in the consumption markets, and second, to divide them so they would not take joint
action (see CEPAL, op. cit.).

/co-operation and
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cb-operation and co-ordinated and joint action on the part of the producer countries
in the regdlation 6f'production‘and stocks, internaticnal prices and fiscal policies,
etc. A5 mentioned zbove, measures of this kind call firsf for political will on

the part of the governments concerned and, second, for specialiied studies on the
possible effects and complexity of the alternatives considered (which are beyond the
scope of fhis study).

Finally; the high share of the value added internationally in the final price
of coffee and coffee products {see table 35) confirms the advisability of increasing
the participation of the producer countries in the processing and intermational
marketing phases with the objective of increasing the value added nationally. In
this connexion, it seems important to bear in mind that the magnitude of the earnings
and profits of the TNCs resulting from the coffee business is due to the "package" of
" integrated activitiés in the putting together of various kinds of blends and the
manufacture of products with exclusive technologies and brand names, large-scale
marketing and advertising campaings, ete. It is therefore not surprising that the
mere export of soluble coffee by the producer countries through international
marketing agents does not increase the Value added and may even result in losses.l/

The large investments peeded to Surmount the barriers against entry into the
market of the consumer countries agéiﬁ'COnfirm the advisability or rather the
absolute necessity of the producer countries joining'forces;‘”This of course is
particﬁlarly'true of the medium—sizéd and small exporting countries, such as the five
Central American éountries, which, together with Colombia and Mexico, provide nearly
the enfire world production of the mild coffees.2/

(b) Participation at producer level
| To offset the negative effects of the persistent fluctuation 1n international

- coffee prices, the governments of the producer countries intervene in the domestac
markets to establish the prices received by the producers. In the case of Colombia,
the minimum support prices guaranteed by FEDECAFE, the tax policy and the
management of the National Coffee Fund make it possible to perform this important

'1/ This was the case of Brazil which in 1980 expoftéd 1 kg of soluble coffee
at US$ 7.70 whereas the unit cost was USS 8.88 (see Dr. Dlego Plzarro, Seminario

sobre café, op. cit., p. 100). I
2/ See table 1 and part II.2 of th:.s Study. _ /function and
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function and in addition to ensure that a large share of the coffee earnings are
redistributed to the benefit of the overall development of the country.l/

As maj‘ﬁe seen in table 36, during the period following the . short boom, when
the international prices of coffee dropped sharply, it was possible to maintain the
domestic prices paid to Colombian producersigj and even to increase them in the
period 1980-1981, offsetting, at least partially, the substantial increase in the
cost of living and the effects of the Colombian currency devaluation. Thus the
share of the producers in the income‘generate& by the exportation of coffee rose to
69% in 1980/1981 by comparison with 39% in 1976/1977.

- The lag in domestic coffee price trends in Colombia by comparison with the
soaring rise of the inflation and the cost of living of labourers (see table 36) shows
that the national redistribution of income derived from green coffee exports may
provide only slight relief from the negative effects of the trensnational oligopoly
on the coffee industry in the peripheral countries and ultimately on their national
economies and the wellbeing of their inhabitants. It is obvious that only sweeping
structural changes undertaken within the framework of the new Internmational Economic
Order may lead to more far-reaching and longer-term effects. A few changes of the
kind required have been suggested in this study. The discussion and exchange of
experience among the peripheral countries which export primary commodities should
lead to a more extensive and profound study of the various alternatives available to

the Latin American governments.

1/ In the period 1975-1979, the total tax earnings from the coffee sector were
distributed between the National Coffee Fund and the budget of the government in a
ratio of 60-80%:u0-20% (see table 31 and part V.3 and 5 cf this study).

2/ As the monthly data for 1981 show, the minimum support price policy also

provided protection against the frequent short-term fluctuations.
/Table 36
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Table 26

COLOMBIA: EVOLUTION OF PRICES PAID TC COFFEE PRODUCERS BY COMPARISON
WITH INTERNATIONAL PRICES, THE COST OF LIVING AND THE EXCHANGE
RATE (1977-1981) |

{Jarary 1977 = 100)

<o Prices , - Exch Share of the.

Period - Cost of XCRANES  producer in

(averages) To the < Interna living = e Eag?, export earn-
producer tional (labourers) ‘Ug$.l" ings ¢f
a/ b/ , (in %)

1977 98.3 107.1 119.7 © o 101.1 39
1978 98.1 4.6 . 139.6 o -107.5 - 51
1975 97.7 794 174 .4 117.0 50
1980 -7 11B.8 - © 70,7 221.8 130,0 50
1881 ' ' o

-January - 123.6 _ . 58,8 _ 248,89 - 140.4 ens

February - 123.6 - 57,5 257.8 2,2 vee

arch 123,85 57.9 64,2 143,6 eve

April .- 123.6 3 58.9 271.0 ©14%.9 e e

May 123.6 57.9 278,5 146.4 ces

June - 123,6 51.6 : 286,2 ’ 148,2 ves

July 123,6 : 55.2 . 291.6 150.,0 . see

August 126.0 57,1 295,1 152.0 ave

September 127.1 57,9 . -297,0- : 154,1 “hee

October 131.6 62.6 301.0 156.1 . aes,

10 months

average 125.0 57.5 279.2 147.8 69 d/

Source: FEDECAFE and Bank of the Republic of Colombia, data published in the Report
of the General Manager of FEDECAFE to the fortieth Naticnal Congress of
Coffee~ Growers, Bogotf, December 1981.

a/ Highest price paid by FEDECAFE or by private exporters,

b/ The price of coffeze in the category "other milds™ plus two Us cents.

¢/ Estimate based on the prices of a 70-kg bag of green "excelso" coffee, Coffee

years,
d/ 1981 (12 months).



