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Coffee is the world’s favorite beverage, with an
estimated 400 billion cups consumed per year.
Coffee provides livelihoods for at least 60 million
people, across dozens of countries. Coffee is
healthful and protective against many chronic
diseases. For these and other reasons, promoting
the long-term health, wellbeing, and environmental
sustainability of the much beloved coffee sector
should be a clear priority.

Yet coffee is experiencing a sustainability crisis,
stemming from unsustainable economic, social,
and environmental aspects of coffee production.
The recent decline in world coffee prices has
further squeezed coffee producers, and thrown
a tremendous number of producers below the
global extreme poverty line of US$1.90 per day.
While many consumers willingly pay high prices
for coffee, coffee farmers receive a tiny fraction
of that retail price. At these low farmgate prices,
coffee production is not economically viable for a
significant number, perhaps a majority, of coffee
farmers.

The sustained low prices hurt even more as coffee
producers begin to bear the brunt of climate
change and variability. Climate change is expected
to undermine the suitability of coffee across large
regions, to decrease coffee bean quality, and to
increase the risk of coffee diseases. The coffee
industry as a whole has an interest in ensuring that
coffee production can adapt to climate change, yet
it currently lacks effective industry-wide responses.
For now, producers lose the most when climate-
induced weather events and diseases wipe out
crops or reduce their quality.
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Executive Summary

Although coffee producers shoulder the biggest risks of
low prices and climate-induced events, farmworkers in
the coffee industry can be even more vulnerable. In the
worst cases, workers have been found in “conditions
analogous to slavery”—even on certified farms. More
generally, farmworkers on both non-certified and
certified farms can be vulnerable to exploitation, and
many are not paid the required minimum wage.

There are, of course, bright spots within the coffee
sector. Highly efficient producers, especially in Brazil
and Vietnam, for example, are able to make a profit even
at today’s low prices. Producers who grow high-quality
coffee and who are able to access ethically-minded
specialty roasters can command prices significantly
above the quoted international price. Some producers
have found ways to capture more of the final retail price,
including through producer-owned businesses that sell
directly to consumers. Yet, these remain bright spots
juxtaposed against the grim reality faced by producers
around the world.

Four years after the adoption of the Sustainable
Development Goals (SDGs), and in the face of the
ongoing price and climate crises, the coffee sector
now stands at a crossroads. Will the coffee sector
continue following a business-as-usual trajectory of
limited and piecemeal sustainability endeavors, which
would ultimately result in further concentration of
coffee producers and heightened supply risks? Or will
the coffee sector undertake strong concerted efforts
to support a more sustainable and resilient future for
producers and the sector overall?

Based on our research, we believe there is a clear
opportunity for coffee sector actors to work together to
achieve greater sustainability within coffee production
and in coffee-growing regions. Below, we provide a
brief summary of our findings and recommendations.
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Coffee Sector Snapshot: Consolidation at Both
Ends of the Value Chain

Beyond the collapse of the International Coffee
Agreement’s quota regime, the most fundamental
reason for lower prices post-1990 appears to be the
continued rise of productivity of Brazil and Vietnam.
From the 3.7 million tons of coffee added to world
production between 1995 and 2017, 83% came
from Brazil and Vietnam. Yield rates have increased
by over 100% in Vietnam and 30% in Brazil in that
time period. Those increases contrast starkly with the
relatively stable yields for most other coffee-producing
countries.

Our model suggests that today’s low prices are only
moderately lower than the long-term equilibrium.
Prices are further pushed down by a strong US Dollar,
a weak Brazilian Real, and, potentially, the increased
market power of buyers. While the financialization of
the futures market may contribute to short-term price
fluctuations, we do not believe that this phenomenon
is the main driver for recent low prices.

Alongside low coffee prices, production costs for
producers have also increased (particularly sharply
since 2010), further squeezing incomes. These
low prices and rising costs have increased the
concentration of coffee producers. Under a business-
as-usual pathway, this consolidation is likely to
continue, resulting in less variety in origins, in tastes,
and in quality, with a potential dampening effect on
demand; lost smallholder knowledge; and heightened
supply risks of large-scale disruptions and greater
price volatility.

In stark contrast to the millions of coffee producers
currently suffering an economic crisis, the roaster
and retail sector is flourishing. Total coffee industry
revenues are estimated at between $200-250 billion.
The profitability of the coffee sector and its growth
potential have led to consolidation. In the grocery
market segment, brands are increasingly intertwined,
and working to sell at higher premiums.

Brand market power and the resulting high margins
of leading roasters and retailers have been driven in
particular by increased value addition in importing
countries, which comes through the development
of lucrative “intangible” aspects of coffee. The
evidence suggests that a rising share of total coffee-
sector income is earned downstream, with enormous
markups and returns for intangibles such as brand.

The starkly contrasting situations of profitable
downstream actors and suffering upstream ones may
lead an important segment of consumers to strongly
question whether the brands they trust support
producers’ economic sustainability. This plausibly
could shift some brand loyalty towards companies
that are better partners for producers; it may also
create an opportunity for producers to capture more
of the final retail price through marketing directly to
consumers.

Global Supply and Demand - Analytical Model

The world coffee price is determined by global supply
and demand. To simplify the reasoning for ease of
understanding, it is useful to divide the global supply
for Arabica coffee into two parts, Brazil and the rest of
the world (ROW). Brazil's coffee sector is composed
of a low-productivity and non-mechanized subsector,
and a high-productivity and mechanized subsector
with a highly elastic supply curve when prices reach
a certain level. This is because Brazil has millions of
hectares of land that were previously cultivated for
coffee production, but are not currently used for
that purpose. This land could be returned to coffee
production under the right price conditions.

Outside of Brazil, there is considerably less available
land to bring into new coffee production and most
coffee lands are in mountainous regions that are not
suitable for mechanized harvesting. Production is
labor intensive and yields are lower. ROW's supply
curve is therefore inelastic and the main opportunity
for increased production and profitability in ROW is
related to higher yields and quality on existing coffee
farms.
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EXECUTIVE SUMMARY

This analytical model allows us to ask and answer
three important questions. First, what happens
if ROW improves its coffee farming techniques?
Output in the ROW rises, while production in high-
yield Brazilian farms contracts by the same amount.
The world price remains unchanged. Second,
what happens if high-yield Brazil further improves
its technologies? Production in high-yield Brazil
expands, while production in ROW and in low-yield
Brazil contracts, and world coffee consumption rises
at a lower world price. A similar outcome occurs if
the Brazilian Real experiences a real depreciation
compared with the dollar and euro. Third, what
happens if world demand increases? The increase
in supply is met by high-productivity Brazilian
coffee production with supply from low-tech ROW
remaining unchanged.

We also revised the model to account for imperfect
competition in the coffee industry: in particular,
potential market power in the roast-retailer segment
of the market, given the increasing consolidation
of this segment. This is a valid concern, given
increasing concentration in the roaster-retailer
component of the market, as well as the increased
intertwining of brands through various branding
and sales agreements.

At the farm gate, the big difference between a
competitive buyer and a monopsonistic buyer
of coffee is that the monopsonistic buyer has the
incentive and the ability to put downward pressure
on the price paid to the producers. When a market
faces a monopsonistic buyer, it may set a minimum
price without endangering the quantity purchased.
Since the monopsonist can no longer push the
farmgate price lower, it would buy up the entire
quantity available; doing so will still earn it a net
profit.

Although there is probably little monopsonistic
power vis-a-vis Brazil's high-tech producers given
that their supply elasticity is quite high, it may be true
that coffee producers in ROW are facing increased
monopsonistic pressures. If these pressures exist,
creating a minimum price linked to the Brazil high-
tech farmgate price might be a workable and
beneficial solution for ROW producers.
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Global Supply and Demand - Empirical Model

To quantify the relationships illustrated in our analytical
model and test for potential climate change impacts,
we developed quantitative coffee supply and demand
models. These are grounded on high-resolution data,
account for regional differences, and are projected
under climate change.

The empirical results are as follows:

Under a business-as-usual scenario, by 2050,
average warming in coffee producing regions
will be 2.8 °C (up from 1.5 °C today), and the
average temperatures in 90% of the tropics
will exceed the current 1-in-100 year annual
temperatures heat events.

By 2050, we project 75% of suitable land for
Arabica coffee production and 63% of land
for Robusta coffee production to be lost. In 20
countries, including Honduras and India, the
remaining suitable land will be less than the land
currently under coffee cultivation.

If prices remain unchanged, average yields
are projected to decrease by 7% and planted
area to be reduced by 13% by 2050. Total
production of Arabica coffee declines by 10%,
but production of Robusta coffee increases due
to yield increases in Vietnam.

Considerable yield gaps exist, and closing these
would both increase total production and the
share of the market held by countries other
than Brazil and Vietnam. Improving agricultural
practices and engaging in renovation and
rehabilitation of coffee trees could increase
global Arabica coffee production by 18% and
Robusta coffee production by 16%.

If coffee were to return to areas that it previously
occupied, global production could increase by
60%.
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Over the next decades, significant changes to
coffee demand will also occur, driven by expanding
consumption in emerging markets, the rise of capsule
use, and continued activity in the specialty market.
As a result, total consumption is expected to increase
by 26% by 2030, under a business-as-usual scenario,
with most of the demand increases coming from
developing countries.

We do not expect a significant recovery of prices
without intervention. Despite the combined effects of
climate change and increased demand, the potential
for low-cost production in Brazil is expected to prevent
prices from rising more than $1/kg.

Without efforts to close yield gaps, 76% of the
predicted increase in demand will be provided by
Brazil and Vietnam, thereby further concentrating
coffee  production in these two countries
and reducing variety in origins and quality.

Addressing Coffee Sustainability

Coffee’s sustainability crisis has thrown into stark
relief one indisputable fact: the current structure
of the coffee industry is not working well for most
producers. In light of this reality, we make several
recommendations.

1. National Coffee Sustainability Plans

We suggest that each coffee-producing country
develop a National Coffee Sustainability Plan
(NCSP), that accounts for differentiated needs,
challenges, and opportunities within the country’s
coffee sector. At their core, NCSPs would offer clear
strategic plans for supporting producers, promoting
sustainable coffee production, and aligning producing
regions with the SDGs.

The design of NCSPs should be done through multi-
stakeholder, participatory, inclusive, and transparent
processes. We suggest that they could be prepared
by multi-stakeholder Country Coffee Platforms
(CCPs) in each coffee-producing country.

There is not a one-size-fits-all approach for NCSPs.
However, each NCSP should include a focus on
the following collective goods: (a) Developing
and implementing comprehensive climate change
adaptation strategies, including insurance options; (b)
ensuring on-farm financing options at attractive rates
for producers; (c) strengthening on-farm support to
viable small- and medium-scale producers with a focus
on increasing their profitability; (d) implementing
other improvements to the enabling environment for
farmers, such as formalizing and protecting land rights
of small-scale producers; (e) supporting producers’
market opportunities; (f) providing income support
to the poorest farmers during periods of sustained
low prices; (g) help support broader realization of the
SDGs in coffee-growing regions; and (h) strengthening
capacity to enforce compliance with labor laws,
monitor deforestation and other environmental
harms.

The activities to be undertaken under NCSPs should
be designed and implemented using a gender-
sensitive approach. Implementation and monitoring
of many activities could also be facilitated through the
use of mobile applications, new technologies, and
other innovations.

2. A Global Coffee Fund Underpinned by
a Multi-Stakeholder Approach

A Global Coffee Fund (GCF), financed by the main
coffee industry actors and used to leverage additional
public sector funding, would enable stakeholders
to implement activities under the NCSPs. The GCF
would be a key pre-competitive initiative of the coffee
sector to fill critical financing gaps for sustainability
investments in coffee-producing regions. The GCF
would multiply, at a far greater scale, the public-
private efforts that have been undertaken by specific
companies within their own coffee supply chains,
and would ensure the necessary financing for more
robust and comprehensive sustainability efforts.
The pre-competitive industry funding would be
complemented by: 1) increased funding by bilateral
and multilateral donors, 2) increased commitments
in the national budgets of coffee-growing nations,
and 3) commercial investments by the private sector
within their own value chains.
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EXECUTIVE SUMMARY

The GCF is not charity. Rather, it is an avenue for
downstream and midstream actors such as roasters,
retailers, and traders to fulfill their co-responsibility
for achieving a sustainable coffee sector and to
shoulder more of the risks that currently fall too
heavily on producers alone.

The operations and governance of the Global
Coffee Fund would integrate strong oversight
through a multi-stakeholder Governing Board,
local ownership of planning through the CCP,
and independent expert support. Governance
mechanisms would be designed to guard against
corruption and fraud. To minimize redundancy and
the need to develop entirely new bureaucracies, the
GCF could potentially be hosted by one or more
existing multi-stakeholder initiatives focused on
coffee sustainability.

Our estimates suggest that the amount of money
needed to make considerable progress on
implementing activities under the NCSPs is in
the region of US$10bn per year. We provisionally
suggest a goal of raising $2.5bn per year through
pre-competitive private sector contributions to the
GCF. Using the 2018 global export number of 7.3bn
kg of green coffee, this would amount to 34 cents
per kg of green coffee contributed to the GCF,
which is in the range of 0.25-0.50 cents per cup.
In other words, the targeted level of funding would
require no more than half a penny per cup sold.

Taken together, these various contributions would
result in a 25% allocation of the overall funding goal
for each main source of funds: the GCF, donors,
producing-country governments, and competitive
private sector investments. Such an approach would
embody a public-private partnership grounded in
equally shared responsibility between the public
and the private sectors.
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While these private sector and public sector funds
would be roughly equal at the global level, money from
the GCF would not have to be distributed in equal
proportions for each participating country. Doing so
would enable the GCF to support all coffee-producing
countries, while also taking into consideration the
country-specific needs and funding opportunities that
each country has (e.g., government budgets, private
sector competitive investments), as well as prioritizing
the SDG gaps in the poorest places and for the poorest
producers and workers.

The scale of contributions suggested for the GCF is much
higher than the current sustainability spend within the
coffee industry, yet it is entirely reasonable as a fraction
of the overall value of the industry, particularly given the
significant benefits that would accrue to coffee industry
actors if a sustainable coffee future were realized. We
suggest that the largest roasters, retailers, and traders
should be both the forerunners in contributing to the
fund, as well as the entities that contribute the most.
These actors have outsized impacts on the industry,
should have particularly strong interests in a sustainable
coffee future, and proportionally have the largest
responsibilities for ensuring the long-term sustainability
of coffee value chains.

Taken together, the National Coffee Sustainability
Plans and the Global Coffee Fund provide a means to
implement the strategic locally owned actions within
countries and the significant investments throughout
the sector that are necessary for a sustainable coffee
industry and thriving coffee producers.

3. Increasing Producer Profits

The coffee industry has changed significantly in recent
years, which has created new challenges for many
producers, but also opens up new opportunities. In
particular, the high consolidation of the industry, and the
mainstreaming of e-commerce technologies and mobile
applications for farmers, provide unique conditions to
depart from the traditional coffee business model that
has become increasingly unsustainable for many coffee
producers.
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We suggest that producing countries as a group
seriously examine two options for capturing more
of the retail price of coffee. The first, as mentioned
above, is implementing a minimum price linked to
the farmgate price of the high productivity sector in
Brazil. The second is supporting producers to harness
the potential of new technologies to improve their
incomes. The development of e-commerce has the
potential to reduce market concentration and provide
a means for producers to add and capture more
value through more direct-to-consumer sale models.
Although currently niche, direct-to-consumer models
have potential to scale with sustained institutional
support. This could include aggregating producers
for economies of scale, and making the administrative
and logistical aspects feasible for many producers.
Some of the institutional support needed could
potentially be undertaken by producer associations.
This could include, for example, identifying and
negotiating better rates with existing entities and
companies that could provide necessary services, such
as transport or distribution. Online retail is also fiercely
competitive, and producers can be at a disadvantage
given the high consumer loyalty to major brands.
To break through the competition, significant offline
investments would have to be made by producers and
supporting institutions on marketing, quality control,
and logistics.

Way Forward

Coffee sector actors have acknowledged deep
sustainability concerns, particularly in light of the
ongoing price crisis and impending climate crisis.
Multiple calls for global collective action have been
made. In this report, we address these calls, and
we recommend strategies that provide ambitious
yet achievable pathways for making coffee truly
sustainable.

We very much welcome feedback on the ideas
presented herein and we look forward to continuing
to build our analysis in partnership with producers,
industry actors, and the many other stakeholders
focused on making coffee sustainable.
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Coffee is the world’s favorite beverage, with an
estimated 400 billion cups consumed per year.
Coffee is grown in dozens of countries, providing
livelihoods for at least 60 million people, and
potentially many millions more." Unlike soda
drinks with sugar additives, coffee is healthful and
protective against many chronic diseases. For these
and other reasons, promoting the long-term health,
wellbeing, and environmental sustainability of
the much beloved coffee sector should be a clear
priority.

Yet coffee is experiencing a sustainability crisis.
This crisis stems from currently unsustainable
economic, social, and environmental aspects of
coffee production. Despite the hundreds of millions
of dollars annually put towards coffee sustainability,?
and despite the fact that over 50 percent of all
coffee has been grown (but not necessarily sold)
under a sustainability standard in recent years,?
coffee production is still burdened by persistent
poverty, child labor, and environmental damages
and threats, such as deforestation and climate
change. In many coffee-growing regions in low-
income countries, basic services remain out of reach
for millions of coffee farmers and laborers and their
respective families.

This sustainability crisis in coffee production has
been deepened by the recent decline in world coffee
prices, which has further squeezed coffee producers
around the world. While many consumers willingly
pay high prices, often several dollars per cup of
coffee at a coffee shop, coffee farmers receive a
tiny fraction of that retail price, currently between 1
and 2 cents per cup (assuming 25 cups per pound
and $US 1 per pound). At these low prices at the
farmgate, coffee production is not economically
viable for a significant number, perhaps a majority,
of coffee farmers today. Even before the recent price

decline, farmgate prices were low, and farmers faced
many risks and rising costs, including price volatility,
spreading coffee diseases, rising fertilizer and other
input costs, and lack of access to capital and insurance
on attractive terms.* For many smallholders in low-
income countries, seasonal hunger and poor nutrition
were already a part of life, and implementing more
sustainable practices required risky investments beyond
the financial means of poor farmers.® Yet the recent
price crisis has exacerbated these challenges, and has
thrown a tremendous number of additional producers
below the global extreme poverty line of US$1.90 per
day.® At the time of writing, the price paid for green
coffee is lower than many producers’ long-term costs of
production,” yet most of these producers have no other
option than to sell at a loss. Producers are price-takers
in a global market that has turned against them. Only
the highly efficient, large-scale, and often mechanized
producers, notably in Brazil and Vietnam, are navigating
today’s low prices.

These sustained low prices hurt even more as coffee
producers begin to bear the brunt of climate change and
variability. Climate change is expected to undermine
the suitability of coffee across large regions, to decrease
coffee bean quality, and to increase the risk of coffee
diseases. Although the coffee industry as a whole has
an interest in ensuring that coffee production can adapt
to climate change, it currently lacks effective industry-
wide responses. For now, producers lose the most
when climate-induced weather events and diseases
wipe out crops or reduce their quality. Smallholders
are particularly vulnerable, with fewer resources to put
towards adaptation or to absorb shocks. There is little if
any effective weather insurance for most smallholders.
In the current context, those who bear the greatest
risks from low prices, price volatility, and the increasing
impact of climate change are also those with the fewest
means to manage such risks.



Although coffee producers shoulder the biggest risks
of low prices and climate-induced events, farmworkers
in the coffee industry can be even more vulnerable.
In the worst cases, workers have been found in
“conditions analogous to slavery”®—even on certified
farms.” While child labor is not uncommon on family
farms, instances of children working on coffee farms
that do not belong to their parents have also been
documented’ and are likely widespread in some
locales.” The United States Department of Labor
has identified 17 countries, including the top three
coffee-producing countries, that use child labor in the
coffee sector.”> More generally, farmworkers on both
non-certified and certified farms can be vulnerable
to exploitation, and many are not paid the required
minimum wage."?

These endemic sustainability challenges, and the fact
that coffee producers face particularly dire prospects
due to current coffee prices, will not come as a surprise
to anyone familiar with the industry. Coffee producers
have publicly urged action on today’s historically low
coffee price.” The multi-stakeholder Global Coffee
Platform has issued a call to action to collectively
address the price crisis,’ while the Specialty Coffee
Association has developed an ongoing Coffee Price
Crisis Response Initiative.’® Awareness of coffee’s
sustainability challenges has also begun to spread
to the broader public, with mainstream news
articles highlighting how smallholder coffee farmers,
pummeled both by low prices and by climate change,
have begun abandoning their coffee farms, choosing
instead paths such as migrating to the United States'’
or working on illicit crop plantations.™

There are, of course, bright spots within the coffee
sector. Highly efficient producers, especially in Brazil
and Vietnam, but also in other locations, are able to
make a profit even at today’s low prices. Indeed, the
high and rising productivity of coffee production in
BrazilandVietnam helpsto explain the lowworld prices.
Also, coffee producers who grow high-quality coffee,
and who are fortunate enough to have developed
strong ties with ethically-minded specialty roasters,
can command prices significantly above the quoted
international price. Some producers have found ways
to capture more of the final retail price, including
through producer-owned businesses that sell directly

to consumers. Other producers have benefited, to
varying degrees, from the multitude of initiatives,
projects, and programs offered by governments,
industry actors, or non-profit organizations. These
latter efforts by various stakeholders have not been
in vain—many have had real and significant benefits
for people around the world. Yet they also have not
been enough—a reality that has become starkly clear
during the current price crisis—and their limited scale
has stymied efforts to make coffee production and
the coffee industry more broadly sustainable.

At the same time that many producers’ livelihoods
have been decimated by the price crisis, the roasters
and retailers at the other end of the value chain have
continued to enjoy high profitability. The retail end of
the value chain has also seen increasing concentration
and market power. Greater consolidation could have
theoretically made it easier to embed sustainability
throughout the coffee sector. Instead, as roasters
and retailers have become increasingly concentrated,
some of their practices, reflecting their increased
market power, have apparently placed even more
pressure on producers and farmgate prices.

Four years after the adoption of the Sustainable
Development Goals (SDGs) at a historic UN Summit, "’
and in the face of the ongoing price and climate
crises, the coffee sector now stands at a crossroads.

In one potential path forward, the coffee sector could
continue following a business-as-usual trajectory
of limited and piecemeal sustainability endeavors,
which would ultimately result in a sector that looks
far different from the one we see today. Prices will
generally reach an equilibrium that remains too low
for producers in many countries, climate change will
batter coffee-growing regions around the world, and
the incidence of coffee diseases and crop failures will
rise. Many producing country governments will be
inadequately prepared to support their producers to
effectively confront these challenges, while farmers
may feel forced to leave coffee even though they lack
significantly betteroptions. These factorswill ultimately
result in more concentration of coffee production,
with fewer countries of origin, and, within countries,
fewer and larger producers. This concentration will
lead to less variety in origins, in tastes, and in quality,



with a potential dampening effect on consumer
demand in mature markets.?* This concentration
in production will also result in greatly heightened
supply risks of large-scale disruptions and greater
price volatility, as climate-induced, political, or
disease events in one country could potentially
disrupt the entire global supply chain. One only has
to consider the massive forest fires in the Amazon
and the resulting worldwide backlash against Brazil
in August 2019 to envision the risks to an industry in
which a vast proportion of output is in just a handful
of countries. Moreover, as the industry struggles
to absorb such shocks, it would have to do so
while also explaining to the media and the public
the continued failures to eradicate child labor, to
support decent livelihoods for producers, and to
achieve resilience against climate change impacts
on a proactive and comprehensive basis. This too
could reduce customer goodwill and support, in
particular from millennials who seek and expect true
sustainability.?'

Yet that is not the only path that can be taken.
Following a sustainable development path, the
coffee sector could look very different. While the
sector cannot avoid many of the challenges arising
in the business-as-usual path—climate change will
occur, real prices for commercial-grade coffee will
remain low, and many farmers will still need to
exit coffee—sustained efforts undertaken now will
prepare the global coffee sector for more success.
Strategic planning and investments at the country
level will help producers withstand external shocks
and prepare for a more resilient future. Coffee
producers will be supported to better understand
their opportunities in coffee and other sectors;
as some areas become less productive due to
climate change, producers will receive needed
support to adopt climate-adaption measures, to
diversify, to move, or to transition from coffee. For
those producers who remain, many could be more
productive and profitable, through increased access
to new research, better inputs, better options for
credit and insurance, and more support for direct
marketing, among other factors.

Alongside these efforts, changed business practices
by roasters, retailers, and traders, such as long-term
relationships with fixed contracts, would also support
increased producer viability and resiliency. This wider
economic viability would allow for a broader range
of coffee production, with specialty and commodity
coffees coming from more countries, thereby supporting
greater availability of high quality coffee and continued
strong demand in mature markets, as well as reducing
the risks of deeper supply shocks. When diseases hit
or crops fail, these incidents will be less damaging at
the producer and industry levels, because producers
will have the resources to continue to care for their
coffee trees. Child labor could finally be eliminated,
through concerted efforts to make coffee production
economically viable, to step up enforcement of relevant
labor laws, and to improve access to basic services
in coffee-growing regions. And this increased access
to basic services—such as healthcare, clean water,
electricity, and quality education—will help to realize
broader sustainable development within coffee supply
chains.

Based on our research and the model developed for this
report, we believe there is a clear opportunity for coffee
sector actors to work together to take the sustainable
development path, and to achieve greater sustainability
within coffee production and in coffee-growing regions.

An industry-wide and pre-competitive approach is
needed to protect the future of coffee and to realize
sustainability on this scale. Industry actors, of course,
cannot be expected to address these challenges on
their own; their efforts and funding commitments should
be leveraged to obtain additional matching funding
from donors and from producing-country governments
to support more widespread sustainable development
within coffee-growing regions. Industry must take the
first step, however; they cannot expect others to step in
to save an industry that is not interested in saving itself.
At the same time, producers and their associations,
civil society organizations, research institutions, and
other stakeholders also have significant roles to
play in developing solutions and supporting their
implementation.



Coffee sector actors appear to agree that serious
collective interventions are needed. As one of the
leading roasters, Nestlé has argued, “[a]dressing
underlying issues to the current [price] crisis is
beyond the scope of any one company’s actions.”??
As the International Coffee Organization (ICO) has
asserted, "joint action is needed by all stakeholders
in the sector ... to put the coffee sector on a positive
development and sustainability trajectory.”?* In this
report, and alongside other recommendations for
increasing producers’ viability and profitability, we
propose a path for a collective intervention that would
turn coffee’s current price, climate, and sustainability
crises into an opportunity to showcase the industry as
a sustainability leader and coffee as a truly sustainable
agricultural commodity.

Section | provides a snapshot of the coffee sector
showing the drivers that have led to the current low real
prices, underscoring the contrast between a thriving
retail sector and a poverty-stricken production sector
in many low-income exporting countries. Section I
focuses on global supply and demand, providing an
economic analysis that explains, among other things,
how the recent changes in the global coffee market

might rationally reopen the possibility of setting
a minimum price for global coffee under certain
conditions. This section also presents the results of
our econometric modeling, which pays close attention
to the potential impacts of climate change on coffee
production and analyzes how closing the productivity
gaps could help share the coffee market growth more
equitably between producers. Section Ill discusses
what sustainability in coffee means, and considers how
current sustainability efforts fit into what is needed
more broadly in the coffee sector. Section IV presents
our recommendations for achieving sustainability
and economic viability within coffee production. In
particular, we suggest the use of National Coffee
Sustainability Plans and the development of a Global
Coffee Fund, which would receive contributions
from industry actors, be matched by donors and
producing-country governments, and support critical
investment in sustainability that benefits producers,
coffee-growing regions, and the sector overall. In
addition to the Global Coffee Fund, we discuss the
possibilities for producers to harness the potential of
new technologies (e-commerce and targeted mobile
applications) to enable greater participation in sales
to consumers.



l. Coffee Sector Snapshot: Consolidation

at Both Ends of the Value Chain

A. The Recent Decline in Global Coffee Prices

Two mechanisms have determined coffee prices in recent years. Under the quota regime of the
International Coffee Agreement (ICA) (1962-1989), prices were kept artificially high (although
higher prices did not always benefit producers).?* Subsequent to the quota regime’s collapse, the
free market has driven down average prices, as shown in Figure 1.2

Under both historical regimes (during and after the ICA's quota regime), real prices are basically
trendless. That is, since 1990 (or better yet, 1992, after adjustments to the collapse of the ICA's
quotas), there is no discernible downtrend in prices, at least until the very recent decline in
2018-9. Since the collapse of the quota system, coffee prices have been mostly a function of
the fundamentals (changes in long-term supply and demand), and have been affected by the
fluctuations of the Brazilian Real (Figures 2 and 3) and the US Dollar (see Figure 3), as well as other
short-term shocks (e.g. climate, global commodities prices, interest rates, global business cycle).
The Brazilian Real affects coffee prices because of the dominance of Brazilian production in the
world coffee supply (as discussed below), making Brazil the price setter; a weak Real is positively
correlated with higher Brazilian coffee production and exports and consequently lower coffee
prices in US dollars. This occurs because a weak Real increases Brazilian producers’ prices relative
to local (Real) costs. Conversely, a strong Dollar exchange rate raises coffee prices expressed in
euros, cuts European demand, and thereby lowers world coffee prices expressed in dollars.

Figure 1: Two Historical Price
Setting Regimes: ICA Quotas
and Post-ICA Quotas (ICO Mild
Arabica, $US/pound 2018 Prices)

Source: World Bank (May 2019)
Monthly prices adjusted with US CPI”?

14 | COLUMBIA CENTER ON SUSTAINABLE INVESTMENT Photo by Rodrigo Flores on Unsplash
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Figure 2: Strong Correlation
of ICO Composite Coffee
Prices and the Real
Exchange Rate of the
Brazilian Real (1992-2018)

Source: FRED for exchange
rates” and ICO composite coffee
prices

Figure 3: Coffee Prices Since
1992 and Brazilian Real
Exchange Rate (Top); Coffee
Prices Since 1992 and US
Dollar Real Exchange Rate
(Bottom)

Source: FRED for exchange
rates’* and ICO composite coffee
prices.
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SECTION I. COFFEE SECTOR SNAPSHOT

The recent low prices have been produced in
part by a strong US Dollar combined with a weak
Brazilian Real. The exchange rate movements
explain perhaps up to half of the decline in coffee
prices since early 2017 (roughly 30 percent decline
in average prices). The rest of the recent decline
is due to other factors. One possible factor is the
increasing consolidation of the retail-roaster side of
the industry, which may be giving increased market
power (monopsony power) to the buyers, and
thereby depressing prices for the producers. We do
not have direct evidence of such a market power
effect, but do find some anecdotal evidence.

In summary, we believe that world market prices
for coffee are moderately low today (mid-2019)
because of four factors:

Strong dollar
Weak Real
Increased market power of buyers (indirect
evidence only)
e Other factors not identified

Given the relatively low coffee prices today, many
producers around the world are experiencing extreme
financial duress, with low incomes and business losses.
Yet the impact is felt very differently in the high-
productivity countries (Brazil and Vietnam), where the
more productive farms are still profitable, and the lower-
productivity countries (most of the rest), where losses
are rampant. We believe that, beyond the collapse of
the ICA's quota regime, the most fundamental reason
for the lower prices after 1990 than before is due to
the continued rise of productivity of Brazil and Vietnam,
even as global demand for coffee has increased. In
1995, those two countries produced 21% of the world’s
coffee. By 2017, they produced 46%, as shown by the
dotted line in Figure 4. From the 3.7 million tons of
coffee added to world production between 1995 and
2017, 83% came from Brazil and Vietnam.

Today's low prices therefore do not appear too far
below the price that would otherwise be seen under
the long-term equilibrium (also discussed in Section
Il); they are perhaps 25 percent or so below the long-
term equilibrium price. Similarly, today’s low prices
are not fundamentally related to the financialization of
the futures market (see Box 1), but rather result from a
supply-driven equilibrium, with increased global supply
arising in large part from the significantly increased
production in Brazil and Vietnam.

Figure 4: Global Coffee
Production, 1961-2017

Source: FAO”®
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Box 1: The Role of the Futures Markets and Coffee Trading

Washed Arabica coffee is traded on the Intercontinental Exchange (ICE Futures US) futures
market, formerly the New York Board of Trade (NYBOT), while Robusta coffee is traded on the ICE
Futures Europe futures market, formerly the London International Financial Futures and Options
Exchange (LIFFE). The trading price of Arabica coffee on the ICE is known as the “C-Price.” The
prices represent a range of qualities and are thus average prices. Differentials (i.e., a premium
or discount) are then set for coffee from different origins. The differentials reflect local physical
market conditions in addition to coffee quality grades. The Arabica and Robusta coffee futures
contracts are used as global benchmarks for the pricing of physical coffees.

In the short term, futures prices do not always reflect the equilibrium of supply and demand in the
physical market, due to large volumes that may be traded for speculative reasons. The volume
of futures trading far exceeds the trading volume of physical green coffee. For instance, the
volume of futures trading was 15 times that of world imports in 2010.7¢ The ICO has noted that
the volume of futures trading nearly tripled for Robusta and increased five-fold for Arabica from
1994 to 2018, whereas Arabica output only grew by 64% and Robusta by 144% over the same
period.”” This increased volume of trading “suggests that the coffee market has been subject
to a significant process of ‘financialization’ over the past two decades.””® This financialization is
characterized by active trading strategies, which contrasts with the traditional index investors that
dominated the market before the 2000s.”? Some argue that these increased trading activities are
in excess of what is needed to provide liquidity in the market.

The role of financial variables in determining coffee price dynamics has been the subject of study
by a number of reports. Most concur that the impacts are short term, and that the long-term
coffee price is determined by the fundamentals.®

These short-term impacts, however, can affect producer welfare. Some studies have found that
the financialization of coffee trading has exacerbated price volatility.2! Even in the short term, this
can have deleterious impacts on farmers, as it inhibits farmers’ ability to plan for planting cycles.
For this reason, some stakeholders in the field have suggested regulating the non-commercial
actors that trade coffee, by limiting their position or by increasing the cost of non-hedging
positions.®

Financialization can also temporarily exacerbate fundamental price trends, which could have the
effect of decreasing farmers’ incomes in times of low prices and increasing their incomes in times

of high prices.®

Despite these short-term effects, the fundamentals in the physical market of supply and demand
seem to prevail in the long run in determining price behavior.®
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B. Global Supply and
Productivity Improvements in
Brazil and Vietnam

The global production increase has been driven
significantly by productivity improvements in Brazil
and Vietnam, by over 100% in Vietnam and 30% in
Brazil between 1995 and 2017 (see Figure 5). These
increases contrast starkly with the relatively stable
yields for the remaining coffee-producing countries.
(The average for other countries in Figure 5 hides
some discrepancies. For example, countries such
as Honduras and Guatemala have seen rising yield
rates, while others such as Uganda and Mexico have
seen yield rates fall.)

The yield increases since 1995 in Vietnam and
Brazil can be explained in large part by large public
and private investments in their respective coffee
sectors. This includes investments in agronomic
pract