











10. More specifically, to create a more favourable atmosphere for economic restructuring
and to avoid long periods of depressed commodity prices, essential actions include:

. Maintaining prices at levels that are remunerative to producers while taking
into account the interests of consumers.

. Stimulating the improvement of quality and productivity.

. Promoting a favourable image of coffee.

. Encouraging increased consumption and market development.

. Promoting the contribution of coffee to poverty alleviation and living
conditions of smallholders.

. Promoting the removal of the non-market-oriented protectionist measures,

especially tariffs, that curtail market access and hence diversification options
for coffee producers.

. Supporting the research and development of new technologies.

. Exploring ways to mitigate the effects of the rising costs of some key inputs in
the production process, such as labour and fertilizers.

. Ensuring the environmental sustainability of coffee cultivation, including
adaptation to and mitigation of the effects of climate change.

. Improving the infrastructure of coffee production and logistics.

. Diversifying production in exporting countries.

. Reducing excessive short-term fluctuations in prices and export earnings;

. improving market access and reliability of supply.

. Promoting market transparency by the provision of accurate and timely data at
an accessible cost.

. Improving market structures, including access to financial instruments, such as
price-risk management schemes.

. Enhancing the participation of producing countries in the processing,
marketing, transport and distribution of their commodity exports.

. Developing an understanding that action may be needed at all points in the

supply chain, which should be understood as reaching from the grower to the
final consumer, not just from the grower to the importer.



1. OVERVIEW OF THE WORLD COFFEE ECONOMY
Introduction

11. Following a lengthy period of crisis for the coffee economy of exporting countries,
the price recovery that began towards the end of 2004 has been consolidated over the last few
years despite a few downward corrections. The annual average of the ICO composite
indicator price increased from 62.15 US cents per Ib in 2004 to 124.25 US cents per Ib in
2008. The average for the first nine months of 2009 is 113.59 US cents per Ib, indicating a
fall in relation to 2008 even though price levels remain firm. Analysis of market
fundamentals indicate a sweeping reduction of the chronic surpluses affecting the coffee
market during the crisis years with a return to a situation of relative balance between supply
and demand, a factor that can provide sustainable support for prices. World consumption
continues to be buoyant and opening stocks in exporting countries are at their lowest levels.

12. Despite this recovery in coffee prices producer incomes in many exporting countries
have been affected by soaring prices of petroleum products, increasing costs of agricultural
inputs and labour, and movements in US dollar exchange rates. With the onset of the
financial and economic crisis in September 2008, a slowdown in world demand could affect
coffee consumption.

Market prices
Composite indicator price

13.  Table 1 shows monthly ICO composite and group indicator prices and prices on the
New York and London futures markets between 2000 and 2009. Prices reached relatively
high levels during the course of 2008, with the monthly average of the ICO composite
indicator price fluctuating between 103.07 and 138.82 US cents per Ib and the annual average
at 124.25 US cents per Ib. Prices still remain firm, however, despite some downward
corrections in 2009, with the average for the first nine months of the year at 113.59 US cents
per Ib. Graph 1 shows movements in the ICO composite indicator price from January 2000 to
September 2009 and Graph 1-A shows the ICO daily composite indicator price from
1 October 2008 to 30 September 20009.

Colombian Milds

14.  The indicator price for Colombian Milds rose to 212.05 US cents per Ib in May 2009
before undergoing downward corrections, with the average for September at
177.45 US cents. The average for the first nine months of 2009 was 175.53 US cents per Ib
compared to 144.32 US cents per Ib for the whole of 2008. Graph 2 shows monthly changes
in prices of Colombian Milds since January 2000.



Other Milds

15. The average price of Other Milds during the first nine months of 2009 was
140.13 US cents per Ib compared to 139.78 cents in 2008. The monthly average rose to
157.29 US cents per Ib in February 2008 before falling back but price levels remain firm.
Graph 2 shows monthly changes in prices of Other Milds since January 2000.

Brazilian Naturals

16.  After reaching an average of 143.78 US cents per Ib in February 2008, the price of
Brazilian Naturals underwent a number of downward corrections, falling to a level of
116.16 US cents per Ib in September 2009. The average for the first nine months of 2009 was
111.13 US cents per Ib compared to 126.59 US cents in 2008. Graph 2 shows monthly
changes in prices of Brazilian Naturals since January 2000.

Robustas

17.  The improvement in Robusta prices recorded in 2007 and 2008 slackened somewhat
in 2009, with the average for the first nine months of 2009 at 75.78 US cents per Ib compared
to 105.28 US cents in 2008 and 86.6 US cents per Ib in 2007. The highest monthly average
was 121.92 US cents per Ib in March 2008. Graph 2 shows monthly changes in prices of
Robustas since January 2000. The differential with Other Milds widened considerably during
2009 (Graph 3).

New York and London futures markets

18.  Graph 4 shows movements in the average of the 2" and 3" positions on the New
York and London futures markets. On the New York futures market, which is sensitive to the
supply situation for Arabicas, the average for the first nine months of the year was
123.96 US cents per Ib compared to 136.46 US cents in 2008. After reaching a level of
113.77 US cents per Ib in March 2008, the average of the 2" and 3™ positions on the London
futures market, which reflects the supply situation for Robustas, fell steadily. The average
was down from 68.88 US cents per Ib for the first nine months of the year compared to
97.18 US cents in 2008.

Retail prices

19.  Table 2 shows average retail prices of roasted coffee in selected importing countries
in current value for calendar years 2000 to 2008.



Prices paid to coffee growers

20. Table 3 shows average prices paid to coffee growers in selected exporting countries in
current value for calendar years 2000 to 2008. Prices paid to growers were significantly
improved after 2005 following increases in world prices. It should be noted, however, that in
some countries there are still levies that reduce prices paid to growers, preventing them from
covering their production and maintenance costs.

Supply
World production

21.  Total production for crop year 2008/09 was 128.8 million bags, representing an
increase of 8.9% compared to production in the previous crop year, which totalled
118.3 million bags (Table 4). Production by group of coffee is presented in Table 5. Total
production has averaged 116.4 million bags per crop year since 2000.

Production in Africa

22.  African production has not yet recovered from the crisis of low world coffee prices
lasting from 1999 to the end of 2004. Total production for crop year 2008/09 was
15.4 million bags, an increase of 4.1% in relation to 2007/08. Average production per crop
year since 2000/01 was around 14.8 million bags. Total Arabica production in crop year
2008/09 was 7.6 million bags compared to 7.8 million bags of Robustas. Besides the recent
crisis, a number of problems continue to affect the African coffee industry, particularly lack
of investment in the industry and the social and political crisis in some exporting countries.
Céote d’lvoire, once Africa’s leading coffee-producing country, with an average of 4 million
bags a year, has seen a steady decline in its production relegating it to third place after
Ethiopia and Uganda. In crop year 2008/09, total production was 2.5 million bags. Céte
d’lvoire’s average production in the nine crop years from 2000/01 to 2008/09 was only 2.9
million bags. Ethiopia is now Africa’s leading coffee producer with production totalling 4.4
million bags in crop year 2008/09. Uganda, which is Africa’s second largest producer,
produced 3.1 million bags in crop year 2008/09.

23.  Tanzania, with a production level of 1.1 million bags in crop year 2008/09, has
become Africa’s fourth largest producer overtaking Kenya and Cameroon. In crop year
2008/09 Kenya produced 883,000 bags, representing a significant increase in relation to the
previous crop year when production totalled 652,000 bags. Cameroon has not yet recovered
from the fall in its production following the liberalization of the coffee industry in the 1990s.
Production in crop year 2008/09 was 833,000 bags.



Production in Central America and Mexico

24. In Central America and Mexico production was down in many of the region’s
counties during crop year 2008/09 mainly as a result of climatic problems. For the region as a
whole, production fell by 5.3% from 18.3 million bags in 2007/08 to 17.3 million bags in
2008/09. In Mexico, however, production increased from 4.1 million bags in 2007/08 to 4.6
million bags in 2008/09. Guatemala continues to be the region’s second largest producer,
despite a fall of 9% in its production, which totalled 3.7 million bags in 2008/09. From crop
years 2000/01 to 2008/09 its average production was 3.9 million bags. Honduras, the
region’s third largest producer, recorded a fall of 22.5% in its production, which was down
from 3.8 million bags in 2007/08 to 2.9 million bags in 2008/09. Average production in the
last nine crop years was 3 million bags. Since 2000/01 the region has produced an average of
17.3 million bags per crop year.

25. Production in Costa Rica fell by 11% from 1.8 million bags in 2007/08 to 1.6 million
bags in 2008/09. Average production over the last nine crop years was 1.8 million bags.
El Salvador also recorded a fall in production, which was down by 12.4%, at 1.4 million
bags in 2008/09 compared to 1.6 million bags in 2007/08. Its average annual production over
the last nine crop years was 1.5 million bags. In Nicaragua production was down by 5.9%
from 1.7 million bags in 2007/08 to 1.6 million bags in 2008/09. This country produced an
average of 1.4 million bags annually over the last nine crop years.

Production in South America

26.  This region supplied over 47% of world production in crop year 2008/09 with a total
production of 61 million bags compared to 53.8 million bags in 2007/08, an increase of
27.5%. Production in Brazil totalled 46 million bags compared to 36 million bags in 2007/08.
Over the last nine crop years Brazil produced an average of 37.4 million bags a year. In
Colombia production in crop year 2008/09 fell sharply as a result of adverse climatic
conditions and the coffee tree regeneration programme. Production was down by 24% from
12.5 million bags in 2007/08 to 9.5 million bags in 2008/09. Over the last nine crop years
average annual production was 11.6 million bags. Production in Ecuador fell by 37.8%, with
a total of 691,000 bags in 2008/09 compared to 1.1 million bags in 2007/08. In Peru
production increased by 26.4% from 3 million bags in 2007/08 to 3.9 million bags in
2008/09. Peru seems to have considerable production potential. The region’s annual
production has averaged around 54 million bags a year since 2000/01.

Production in Asia/Oceania
27.  Overall production in Asia/Oceania increased by 11.9% from 31.3 million bags in

2007/08 to 35 million bags in 2008/09. Vietnam’s production, which totalled 16.5 million
bags in 2007/08, went up to 18.5 million bags in 2008/09, an increase of 12.4%. Production
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domestic consumption is relatively high in Indonesia and Mexico at 3.3 and 2.2 million bags
respectively in 2008. Ethiopia consumes 42% of its production, namely 1.8 million bags.
India, Colombia, the Philippines and Vietnam have considerable potential for development of
their domestic consumption.

Consumption in importing countries

33. Table 11 shows consumption in importing countries (Members and non-members) for
calendar years 2000 to 2008. Total consumption in importing countries increased to
94.2 million bags in 2008. During the period from 2000 to 2008 consumption in importing
countries increased at an average rate of 2.2% a year. This buoyant consumption is
attributable mainly to the development of emerging markets in Eastern Europe and Asia.

34. Data on per capita consumption in exporting and importing countries for the period
2000 to 2008 is shown in Table 12. Among exporting countries Brazil, Honduras and Costa
Rica have significant per capita consumption levels (more than 3 kg per capita). In the case of
importing countries, per capita consumption remains high in a number of countries, namely:
Luxembourg (25.55 kg), Finland (12.62 kg), Switzerland (9.15kg), Norway (8.99 kg),
Sweden (8.29 kg), Denmark (7.71 kg), Germany (6.97 kg), Estonia (6.89 kg) and
Austria (6.53 kg).

Conclusion

35.  The behaviour of market fundamentals indicates the prevalence of a situation of
balance between supply and demand that seems to favour resistance to any lasting downturn
in prices. Despite a sizeable volume of production in crop year 2008/09, there has been no
significant build-up of surpluses on the market given the need to meet domestic consumption
requirements and export commitments while levels of opening stocks remain low. This
means that the growth in consumption is largely attributable to emerging markets and
exporting countries, most of which have undertaken to carry out programmes to promote
domestic consumption. In the case of the traditional markets in Europe and the United States
of America, there are prospects for developing consumption thanks to speciality coffees,
which are playing an increasingly important role.
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41.  The need to promote consumption and develop the world coffee market have led the
ICO to sponsor the publication of the Step-by-Step Guide to Promote Coffee Consumption,
which has provided the methodological basis for several promotion programmes in producing
countries and can be usefully deployed in emerging consumer markets. The ICO has also set
up the CoffeeClub Network, a collaborative Internet-based community to interact and
develop ways of promoting coffee consumption. In the belief that coffee quality is a key
component of future market development, the Organization has instituted the Coffee
Quality-Improvement Programme (CQP), a voluntary initiative to encourage Members to
ensure that their green coffee shipments fulfil certain basic quality standards. In addition, the
Organization supports education and training in coffee-related subjects, by means of
workshops and other initiatives.

42. The ICO sponsors and secures financing for coffee development projects and
supervises project execution to ensure that project activities are implemented, and to avoid
duplication of activities and disseminate results of projects. The ICO has sponsored a
significant number of coffee development projects, providing practical assistance to the world
coffee economy and improving living standards in coffee-producing developing countries in
Africa, Asia, Latin America and the Pacific region. Since 1995 and to this date, 32 projects
totalling around US$93 million have been approved and funded mainly by the Common Fund
for Commodities (US$50 million), with the remainder provided by bilateral and multilateral
donor institutions. Some 13 new projects are in the pipeline with a value of around US$58
million. Organizations which have contributed co-financing for coffee projects include the
European Union (mainly for ACP countries), the International Trade Centre, the Food and
Agriculture Organization (FAO), the World Bank, the OPEC Fund, Governments (in
particular Governments of Belgium, Italy, the Netherlands, the United Kingdom and the
United States). Private sector participation has been on the increase, as demonstrated by grant
contributions received from Illycafe, Twin Trading, Triodos Bank and a loan contribution
from Oikocredit. Around 11 international and six local institutions specializing in coffee are
participating in these projects, which cover all strategic action areas defined by Member
countries. During the life of the ICA 2007, a diversification of sources of project funding is
desirable in order to develop further these activities.

43.  Seven main strategic areas for action, which will be subject to regular review by the
International Coffee Council, can be identified:

1. Promotion of a sustainable coffee economy

44, It is vital that coffee production and processing should take into account the United
Nations Agenda 21 criteria to ensure economic, environmental and social sustainability. It is
particularly necessary that the economic environment should encourage stability and
reasonable living standards for the populations involved with coffee by securing adequate
returns to producers, ensuring meanwhile that adequate consideration is given to maintaining
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quality rather than the amount of coffee produced. Furthermore, the issue of climate change
is expected to exert an increasing influence on coffee production in upcoming years,
necessitating appropriate adaptation and mitigation strategies. The ICO also recognizes the
social importance of established coffee-growing communities and the difficulties of finding
alternative sources of income in many coffee areas and seeks to collaborate with other bodies
that promote sustainability.

45, In addition, the ICO seeks to promote the use of environmentally-friendly
technologies throughout the production and processing chain, integrated biological pest
control and improved technology for the washing process. Action against pests and diseases
IS important not only to protect the economies of producing countries and the livelihood of
farming populations but also to protect the quality of the product. Care must be exercised
when developing protection programmes to ensure that these are as environmentally-friendly
as possible. Such programmes could include the conservation of germplasm of wild coffee
species threatened by the destruction of native habitats as well as key features such as
resistance to pests and diseases, tolerance to adverse growing conditions, yield potential, and
cup and technological quality.

2. Increased consumption and market development

46. To maintain a sustainable coffee economy, it is important to ensure that increases in
supply are matched by corresponding growth in demand. This can be done through quality
improvement (see below) and through promotional and educational projects. The ICO
attaches particular importance to programmes targeting new or emerging markets and the
producing countries themselves. These are the areas of greatest potential for future growth in
demand. For example, India, Indonesia and Mexico have a combined population of 1.5 billion
and currently have a combined annual consumption of only 5 million bags. Promotion
programmes already under way, based on the Step-by-Step Guide to Promote Coffee
Consumption that was funded by the 1ICO, aimed at increasing this figure to a range between
7 to 9 million bags/year over a five-year period. Similar opportunities for raising consumption
exist in other markets. Increased domestic consumption in producing countries also has other
benefits: making producers more aware of consumer demands and quality factors; providing
an alternative market to the export market; generating experience in the production and
marketing of value-added products; and stimulating small and medium enterprises.

47.  Another important part of the ICO’s market development activities is comprised of
actions dedicated to changing public perceptions of the relationship between coffee and
health, namely the Positively Coffee and Healthcare Professions — Coffee Education
Programmes. The objective of the Positively Coffee Programme is to translate sound
scientific information on the positive aspects of coffee consumption into a format which is
easily accessible and comprehensible to the layman. The Programme ensures a steady flow of
scientifically valid, consistent information drawn from studies published in peer reviewed
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journals, which is distributed in all four ICO languages in the form of brochures, newsletters,
websites and media briefings. The Healthcare Professions — Coffee Education Programme,
which has been running successfully since 2004, is directed at healthcare professionals, who
are a key source of such information for consumers, and provides them with current scientific
findings on the health effects of coffee consumption.

3. Quality enhancement

48. The maintenance and improvement of quality are crucial to sustain consumption in
the long term, add value to the product and ensure compliance with international food safety
requirements, thus contributing to a healthier balance between global supply and demand.
This can be done through: disseminating awareness of marketing and preparation methods
appropriate to high quality coffee; improving cultivation, processing, storage and transportation
practices; and through protection against pests, diseases and contamination during storage. In
order to preserve coffee quality, the ICO discourages the trade of coffee with less than the
equivalent of 95% of green coffee as the basic raw material. In addition, the 1ICO has
instituted the Coffee Quality-Improvement Programme, a voluntary initiative that encourages
Members to ensure that their green coffee shipments fulfil certain basic quality standards.

4. Diversification

49.  As part of its efforts to address the constraints facing coffee producers, the ICO
encourages horizontal diversification. Such programmes include projects that aim to generate
complementary earnings for growers, such as by the introduction of new crops, without
eliminating coffee growing itself. However, vertical diversification to address issues such as
the production of speciality coffees has the potential of creating even bigger benefits for the
producers. The aim should be to create a balanced enterprise for farmers and a careful
analysis of market and ecological conditions is essential when embarking on projects in this
area. The CFC, in its Five-Year Plan, has addressed this question when talking about
marketing issues, stressing the need to move producers up the value addition chain.

5. Improvement of marketing systems

50.  With the transition in many exporting countries to liberalized marketing systems, care
is needed to ensure that the benefits of increased market flexibility are not jeopardized by the
elimination of necessary functions previously undertaken by marketing boards and similar
regulatory bodies, and that there are sound institutions at the domestic and international levels
to develop and implement relevant policies and programmes. In addition, the coffee sector in
many exporting countries consists of large numbers of smallholder farmers who need
assistance to: strengthen grass roots organizations and build up the capacity of coffee sector
institutions; develop their capacity to compete in the market; obtain access to commercial
credit and technical information; cope with price volatility and other risks through
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appropriate financial instruments; and generate benefits to their communities. In the interests
of a healthy and competitive trading economy it is important that the coffee trade in
producing countries has the necessary degree of commercial expertise, access to credit and
appropriate legal framework to function effectively.

51. There are considerable differences in countries' ability to assess coffee trade-related
issues and subsequently benefit from the results. The 1CO is committed to enhancing market
transparency by producing statistics, research studies and other information on the world
coffee economy, as well as organizing seminars covering a wide array of topics of interest to
the world coffee community. In so doing, transaction costs are reduced to the benefit of all
components of the coffee supply chain and economic decisions can be taken on the basis of
accurate and timely data. The ICO also seeks to evaluate and, if appropriate, propose new
instruments of international cooperation designed to monitor particular coffee market trends
that might be of interest to Members. These could be undertaken in collaboration with
appropriate international organizations.

6. Research and development of new technologies

52. Research and development of technologies to improve conditions for producers is of
crucial importance in assuring the sustainability and development of the coffee sector. This
should be seen together with the necessary capacity building measures and training to ensure
the dissemination of the results of such research. Special attention should be given to
environmental issues in view of the positive impact of coffee growing on the global
environment. New technologies are under development in a number of areas and include:
ecologically more beneficial post-harvest processing methods; plant breeding; genetically
modified plant material; improved soluble coffee manufacturing processes; and Internet
trading. It is important that appropriate technological advances be developed, evaluated and
disseminated to the benefit of the world coffee community, and that increased exchanges of
information amongst producers be promoted.

7. Rehabilitation of production capacity

53. In cases where producing countries have suffered a large decrease in production for
reasons of force majeure, it may be appropriate to encourage programmes to help a recovery
in production capacity, providing increases are not of a scale to exert an adverse effect on the
supply-demand balance. Such action assists in ensuring that characteristic coffees remain
available to the market, in safeguarding the exploitation of comparative advantage and, not
least, in providing an important source of employment in view of the labour-intensive nature
of coffee cultivation. As part of this strategy, emphasis is given to promoting technical
assistance/studies on coffee development in countries that have suffered major natural
disasters and/or war disruption.
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