Commodity Market Brief

Volumel, Issue 2
12 July, 2010

The African Development Bank Group
Chief Economist Complex

e, i
) -

; "
N ~.\.dl/ \\;.'..-/

Contents:

Introduction

Recent Price
Developments in the
Coffee Market

Implications of the
Recent Coffee Market
Developments for
African Producers

Issues for African
Coffee Producing
Economies

Conclusions

Mthuli Ncube
m.ncube@afdb.org

+216 7110 2062

Charles Leyeka Lufumpa
c.quumpaéafdb.orq

+216 7110 2175

Leonce Ndikumana
l.ndikumana@afdb.org
+216 7110 2076

1. Introduction

Coffee producers in Africa accounted
for about 12% of global supply and
less than 11% of global exports of the
product for the 2009/10 season. These
contributions to the global coffee
market are almost equal to
Indonesia’s, the third largest world
producer of the  commodity.
Notwithstanding the small
contribution of African countries to
the global coffee market, the
commodity  constitutes a large
proportion of both GDP and exports
share in some of the continent’s small
economies. For example, in Ethiopia
and Rwanda, coffee exports generated
about 26% and 22%, respectively, in
export revenue in 2009. Particularly
notable, coffee  production is
predominantly produced by small
scale farmers who contribute more
than 95% of total production in
Ethiopia. Therefore global coffee
market conditions have important
implications for growth and poverty
reduction in the country.

Given the importance of coffee in
some of Africa’s economies, this brief
assesses the recent developments in
the global coffee market. It also draws
some conclusions on the implications
of such developments on coffee
producing countries in Africa. This
brief is organized as follows: Section

2 covers price developments. In Section
3 we briefly discuss the important
issues for African coffee producers
before attempting to draw some
conclusions on  the  economic
implications of the recent market
developments in Section 4. Finally, in
Section 5 we look at the global
prospects for African coffee producers
and conclude.

2. Recent Price Developments
in the Coffee Market

The trends in the composite coffee
price. mask significant differences
among the wvarious coffee types.
Reduced supplies of Arabicas from
South and Central America, due to
unfavorable  climatic ~ conditions,
disease and structural constraints
during the 2008/9, has increased the
price differential when compared to
Robustas. Whereas Robusta prices
declined from their peak of US$105.28
per 60kg bag in 2008 to a low level of
US$67.25 in March 2010 before
recovering to the June 2010 price of
almost US$77, Arabicas have trended
upwards. In particular, the recurrence
of the coffee berry borer in Colombia
has driven the price differential
between Robustas and Colombian Mild
Arabicas from about US$43 to more
than US$142 per 60kg bag (Chart 1).
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“In addition to the
price differentials
between the various
types of coffee, the New
York market has
consistently offered
higher prices compared
to the markets in
German and France.”
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Chart 1: Average Daily Price Trends, 1998 - 2010
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In addition to the price differentials
between the various types of coffee, the
New York market has consistently
offered higher prices compared to the

Source: AfDB based on data from International Coffee Organization
Notes: Average weighted prices in New York, German and France

US$82.51 on the New York market
compared to US$75.78 on the French
market. The only exception in this
trend is with regard to Brazilian

markets in German and France. For Natural Arabicas. Given this situation
instance, in June 2010 the New York coffee producers will be affected
market  offered US$229.06  for  differently depending on the type of
Colombian Milds compared to coffee they produce and the market
US$220.75 on the German market. On  destination for their product (Table 1).
the other hand, Robustas fetched
Table 1: Coffee Price Indicators (1998 — 2010 June)
Colombian Mild Arabicas Other Mild Arabicas Brazilian Natural Arabicas Robustas
Annual/ ICO Market Daily Market Daily Market Daily Market Daily
monthly | Composite |~ New weighted| ~ New weighted| ~ New weighted] ~ New weighted
averages price York Germany|  average|  York Germany|  average|  York Germany|  average|  York France]  average
108.95 142.83 145.58 142.83 132.25 144.09 135.23 12181 130.80 121.81 83.93 80.81 82.67
85.71 116.45 114.17] 116.45 101.54 110.87 103.90 88.84 9%.17 88.84 67.64 67.23 67.53
64.24 102.60 99.80 102.60 85.09 92.89 87.07 79.86 83.67 79.86 4212 40.36 4141
4559 .22 68.24 72.05 61.94 63.14 62.28 50.52 52.42 50.70 21.30 27.49 21.54
47.74) 65.26 64.78 64.90 60.43 62.31 61.52 45.09 45,92 45.23 30.83 29.76 30.01
51.90 67.31 64.34 65.33 64.08 64.30 64.20 50.82 50.16 50.31 38.39 36.50 36.95
62.15 84.15 79.49 81.44) 80.15 80.64 80.47 68.18 69.11 68.97 37.28 35.65 35.99
80.36 117.02 114.67 115.73 114.30 115.22 114.86 101.36 102.49 102.29 53.37 49.87 50.55
95.75 118.36 115.70 116.80 113.95 114.80 114.40 102.89 104.19 103.92 70.28 66.98 67.55
107.68 126.74 124.70 12557 123.20 12381 12355 110.72 112.06 11179 88.29 86.29 86.60
124.25 145,85 143.12 144.32 138.32 140.86 139.78 12251 127.86 126.59 106.31 105.03 105.28
115.67 180.87 174,58 17743 141.65 145.48 143.84 111.39 116.55 115.33 71.16 74.02 7458
Jan-10 126.85 21455 201.65 20751 154.40 161.92 158.90 128.11 132.75 131.67 75.09 69.05 70.08
Feb-10 123.37 208.36 201.89 204.71 155.92 159.00 157.86 12161 125.42 124.57 73.49 66.74 67.88
Mar-10 125.30 206.37 205.17 205.71 162.13 166.09 164.50 125.28 126.49 126.21 7253 66.16 67.25
Apr-10 126.89 195.18 203,50 199.50 171.32 167.95 169.24 124.94 126.04 125.71 76.26 70.55 7152
May-10 128.10 197.76 202.39 20033 17421 172.72 173.28 121.66 129.19 127.32 76.21 69.49 70.61
Jun-10 142.20 229.06 220.75 224.49 19352 189.16 190.90 136.18 145.29 143.20 8251 75.78 76,92

Source: International Coffee Organization (ICO)
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“Growth in coffee
consumption in the
developed economies
(major consumer
markets) has been
depressed due to the
effects of the financial
crisis.”

“Recent developments
in the global coffee
market present both
challenges and
opportunities for
African producers.”

The supply constraint is reflected in
reduced global exports in 2009 that
totaled 94.7 million bags compared to
97.7 million bags in 2008. In addition,
the International Coffee Organization
(ICO) data shows that coffee
consumption has outstripped production
in 4 out of 5 recent years (Chart 2).
Despite a higher average supply growth
of about 3% compared to an average

2.4% growth in coffee consumption
over the last four years, lower levels of
stocks in major consumer markets have
added to the price pressures being
experienced on the market. Growth in
coffee consumption in the developed
economies (major consumer markets)
has been depressed due to the effects of
the financial crisis.

Chart 2 Trendsin Recert World Production and Consurmption, 20052000
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3. Implications of the Recent The challenge that African producers

Coffee Market Developments for
African Producers

Recent developments in the global coffee
market present both challenges and
opportunities for African producers. This
is particularly so in view of the
experiences of the 2001/2 coffee crisis
where coffee prices fell to their lowest
level in 30 years. The depressed prices
were mainly a result of the excess supply
situation brought about by an increase in
production, on the one hand, and lower
growth in demand, on the other hand.

face, given the more recent
developments in the market is how to
respond appropriately to the market
conditions without risking a repeat of
the 2001/2 crisis.

Most  African  countries produce
Robusta coffee, with a few having a
mix of both Robusta and Arabica
varieties. Countries producing Arabica
coffee, especially the Colombian Mild
will have a windfall in export earnings,
which  may lead to increased
investments to boost output.
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“...a broad-based rural
development strategy
that includes the
development of micro-
to-small scale agro-
industrial operations
has the greatest
potential in
safeguarding rural
communities against
the impact of price
fluctuations and mono-
crop dependency.”

“A part from the Dutch
Disease effect of export
windfalls, commodity
price cycles have
tended to be reflected
in economic cycles as
well.”

However, coffee plants take a minimum
of 3 years from planting to the flowering
stage. In addition, there are physical
limitations that prevent some farmers
from producing high valued varieties of
coffee. But even more important,
investments into coffee growing can only
be made within the medium-to-long term
range yet the dynamics of the market
remain uncertain.

The implications are that a broad-based
rural development strategy that includes
the development of micro-to-small scale
agro-industrial ~ operations has the
greatest potential in safeguarding rural
communities against the impact of price
fluctuations and mono-crop dependency.
Such a strategy should also include
broadening the crop mix. However,
effective  implementation of such
strategies would need to be supported by
significant changes to the tariff regimes
in developing countries that discourage
progress in this direction (see Section 4).
Yet significant investments will be
required to enhance the risk management
skills and operational management skills
of African farmers in general. In this
context, governments may need to
provide incentives and a supportive
environment.

Paged

For governments, the current coffee
market conditions could be a reminder
of the negative effects of commodity
price fluctuations. Apart from the
Dutch Disease effect of export
windfalls, commodity price cycles
have tended to be reflected in
economic cycles as well. Furthermore,
such price movements have had
differentiated impacts across the
continent depending on the importance
of the commodity to importing
countries. The large shares of coffee
exports in total export receipts in some
African producers suggests that coffee
price fluctuations also have important
implications for balance of payment
positions of those countries.

While data on balance of payments for
2010 is not yet available, a simple
calculation of the  correlation
coefficients between GDP growth and
changes in producer prices in some
African countries provides some
pointers.  Correlation  coefficients
between these two variables are
positive for all countries except for that
of Ethiopia and Uganda. However,
only Cote d’Ivoire’s correlation
coefficient is significant, with those of
Burundi and Madagascar being weakly
significant (Chart 3).

Chart 3: Correlation Coefficients between Changes in Producer Prices and GDP Growth
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Source: AfDB based on ICO data
Note: Grey coloured bars are statistically significant
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Chart 4a: Spread between Producer and Market Prices, 2008
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Chart 4b: Spread between Producer and Market Prices, 2009
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5. Conclusions

Coffee producing countries in Africa,
especially those producing Arabicas, stand to
earn export revenue windfalls as a result of
the recent increase in the commodity’s price
on the international market. However,
physical limitations in some coffee growing
countries in Africa constrain their ability to
broaden their mix among the various
varieties, given the apparent price
differentials, as a way of maximizing
revenues. In addition, historical experiences
have provided

invaluable lessons regarding the need
for African commodity producers to
use commodity export windfalls to
diversify  their  economies, if
sustainable development is to be
assured. However, the conclusion of
the multilateral trade negotiations,
within the context of the Doha
Development Agenda remains crucial
in  supporting  the  structural
transformation of African commodity
producers.






