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The downward spiral of Mexican coffee 

In Mexico, coffee is produced on over 700,000 hectares in 12 states, 400 towns and 3,500 communities.  It is quintessentially a smallholder crop, of which there are hundreds of thousands of farmers involved, who on average have 1.92 hectares of land in coffee.  65% of these people are members of indigenous communities.  On the whole, Mexican coffee production is in very poor physical condition with old, low yielding trees susceptible to pests and pathogens.  Most farmers tend not to fertilize their fields, even with compost, and many do not even do basic maintenance.  Both harvesting and wet processing practices are deficient, often leading to a poor quality product.  When prices decline, as they have in recent years, the vicious circle between lack of management and declining yield is exacerbated.  Mexican coffee production is in a downward spiral, which is having severe economic, social and environmental consequences. 

Within the smallholder coffee sector, the only ones who are surviving are organized into cooperative businesses that are capable of handling large volumes, as well as selling the product in niche markets that pay above average prices.  The special vocation of an industry with a large indigenous sector that cultivates coffee under shade and little or no agrochemicals is organic, environmentally friendly production for the Fair Trade market.  But additionally, is it is crucial for these producers to access the specialty coffee market where the highest prices are paid.  These dynamic market sectors are the most promising for smallholders, but they require strong product differentiation, certification, and intensive marketing.  

This report presents a cost-benefit analysis of certified coffees through a case study of the Coordinadora Estatal de Productores de Café de Oaxaca (CEPCO).  After a presentation of the origins and structure of the institution, there is a discussion of CEPCO’s development model, which is based on the production and marketing of organic coffee.  Finally, there is a cost-benefit analysis of the commercialization arm of CEPCO and 4 smallholder coffee production regimes.  

Coordinadora Estatal de Productores de Café de Oaxaca (CEPCO)

 Origins

In 1989, the collapse of the international coffee agreement and liberalization of the internal market significantly destabilized the industry.  CEPCO was created to address this situation by bringing numerous smaller organizations together to form a unified approach to the market.  Quickly, CEPCO became a coordinating force for producers in the region.  But it has also played a role on the national stage through its participation in the National Coalition of Coffee Producing Organizations (known by its Spanish acronym, CNOC) and the Civic Council for Sustainable Coffee in Mexico.  Currently, it brings together 17,000 producers, represented by 46 regional organizations in 64 municipalities, the majority of which have predominantly indigenous populations.

Institutional Organization 

With the destabilization of the internal market, CEPCO was faced with the challenge of directly handling and commercializing coffee, something with which the smallholders who formed the core of the organization had no experience.  While CEPCO’s commercial inauguration was successful, it did not have the legal standing necessary to secure much needed bank credit.  Because of this, in 1990 the Comercializadora Agropecuaria del Estado de Oaxaca (CAEO) was created to serve as the commercialization arm of the organization.  In 1994, in order to address the insufficient access to credit suffered by individual farmers, CEPCO formed a credit union, the Unión de Crédito Estatal de Productores de Café de Oaxaca, S.A. de C.V. (UCEPCO).  The credit union has been able to maintain its solvency, and provides services not only to CEPCO, but also to a wide range of programs and organizations, including some that are in other states.  The move from being an organization dedicated to organizing and coordinating regional producer associations, to becoming engaged directly in the market as a cooperative business, was a defining moment for CEPCO.  What began as a legal requirement to get credit became in short order an intense learning experience in the challenges and arts of national and international marketing.  

CEPCO offers a wide range of programs and services including: facilitating access to, and management of, government programs; providing technical assistance and capacity building programs; working for women’s empowerment and economic development; and, together with other organizations, forming the Empresas Campesinas de Oaxaca, which is developing value added processing and small scale manufacturing initiatives.  Nevertheless, CEPCO is principally dedicated to coffee.  A key element of CEPCO’s mission is the promotion of a Coffee Conversion Program, which seeks to sustain the beneficial aspects of the traditional practices of coffee production (e.g., care for the environment, social beneficence), while minimizing the negative aspects (e.g., low quality, low yield).  Furthermore, for more than 10 years CEPCO has been building commercial relations within the U.S., European and national markets.  It has managed to build strong relations with its clients through its able management of contracts and its dedication to Fair Trade.  However, in order to maintain its standing, it has had to become increasingly strict in its quality control procedures to meet the requirement of the specialty coffee trade.  In this way, CEPCO has evolved from being solely a political vehicle for smallholder empowerment into an efficient and reliable cooperative business.

CEPCO’s Development Strategy 

After the price crisis of the early 1990’s, the future of CEPCO’s members looked grim.  In 1996, they performed an internal evaluation and noted that, on the whole, reaction to the crisis by the membership had not been to improve production and handling practices, but to merely try to get by.  In reaction to this situation, CEPCO decided as an organization to increase promotion of economic and organizational alternatives and, most importantly, to promote the production and marketing of high quality coffee that is organic, environmentally responsible, and sold under Fair Trade terms.  In other words, CEPCO’s development strategy has been based on producing certified coffees.  The number of certified organic members has grown from only 446 producers in 3 organizations in 1994 to nearly 6000 certified producers in 28 organizations today. The same growth trend can be seen in the volumes that CAEO has managed. (See Table 1.) 
Table 1: Volume of organic coffee handled by CAEO, 1995/1996-2001/2002

Fiscal Year
Organic volume handled (Quintales)

1995/1996
3,237

1996/1997
6,718

1997/1998
10,906

1998/1999
15,217

1999/2000
18,016

2000/2001
17,371

2001/2002
20,702

The commercial rationale for this transformation lies in the price differential between conventional and organic coffees.  Since 1998, certified organic coffees have sold from 20-30 U.S. dollars per quintal over the price of the “C” market (the New York Coffee and Cocoa Exchange), which represents a premium of about 60%.  While CEPCO has always garnered prices above the “C” price, through its sales in the specialty market, as will be shown in more detail below, in the last 4 fiscal years the price for organics has been almost double that of conventional coffees.  Furthermore, along with the growth in organic production, CEPCO increased its participation in Fair Trade, so that now almost 80% of its organic coffee is sold on Fair Trade terms.  Table 2 shows that over 60% of all CEPCO’s coffee is sold on Fair Trade terms.  

Table 2: CEPCO’s Fair Trade sales, 1995/1996-2001/2002 (in quintales) 
Category
1995/96
1996/97
1997/98
1998/99
1999/00
2000/01
2001/02

Organic
0
668
2,550
4,854
4,728
6,546
12,942

Conventional
1,056
3,300
330
930
1,860
330
1,920

Total Fair Trade
1,056
3,968
2,880
5,784
6,588
6,876
14,862

%Total sales sold on Fair Trade terms
3.5%
16%
11%
17%
19%
28%
64%

Since its inception, CEPCO has successfully sought to position itself in the specialty market.  It has developed several trademarked lines, and during periods of low prices the Fair Trade market has been especially attractive.  However, because the Fair Trade market is small, and because Fair Trade coffee that is not also high quality and organic does not sell easily, it can be concluded that, by itself, Fair Trade does not drive CEPCO’s favorable status in the market.  The certified coffee market is competitive, and being certified does not guarantee market access. In addition to certification labels, success in the market requires a stable supply of consistently high quality coffee.  Thus, while it is essential for CEPCO to offer better prices to farmers, it is also necessary to intervene to guarantee that quality standards are being met.  It is much easier to do this with certified organic producers who are subject to significant supervision, and whose product is not likely to find a market as certified organic outside of cooperatives such as those that participate in CEPCO.  For this reason, beginning in 1999, CEPCO initiated a Quality Assurance System that acts like an internal certifier by defining standards, educating members and maintaining inspection personnel.  Thus in 2000, CEPCO had 111 community outreach specialists, working in 73 localities, who conducted over 12 workshops with almost 300 participants. 

Conversion to organic production is not simply a change in farm management, but an organizational revolution.  Community committees that before handled only checks and documents are now also engaged in planning, quality control, purchasing, storage, etc.  Additionally, they are responsible for guaranteeing the integrity of the organic certification.   For coffee producers, participation in CEPCO’s programs carries the obligation of sound production and commercial practices because their continued access to programs and credit depends on fulfilling their commitments to regional and state organizations.  Participation in the certified coffee market is not, either for CEPCO or its members, a way of merely seeking subsidies or other assistance.  Instead, it is a policy oriented toward the creation of viable market relations.  

Cost-Benefit analysis of CAEO 

From 1998-2002, CEPCO saw the fruition of its productive and commercial strategy: it successfully made the transition from producing primarily conventional coffee to producing certified organic coffees for Fair Trade and specialty markets.  This conversion led its commercialization arm, CAEO, out of the situation of sustaining yearly deficits to turning a profit.  Table 3 shows CAEO’s average purchase price, sales price and operation costs (including handling, processing administration, and other overhead costs, such as certifications and licenses) during the last 4 fiscal years.  The data presents costs and prices by quintal, aggregate costs and income for CAEO, including a cost-benefit ratio.  

Table 3: Handling, commercialization and cost-benefit in pesos, by CAEO,                1998/1999 - 2000/2001

Year
Type of coffee
Purchase price

(Quintal)
Sales price (Quintal)
Operation costs (Quintal)
Total volume handled

(Quintales)


Total purchase costs
Total sales income
Total operation costs
Profit
Cost-Benefit

Ratio

1998/

1999
Conventional
685
897
237
51,030
34,955,550
45,792,956
12,094,110
(1,256,704)
0.97

1998/

1999
Organic
1,048
1,328
261
15,217
15,947,416
20,207,324
3,971,637
288,271
1.01

1998/

1999
Total



66,247
50,902,966
66,000,280
16,065,783
(968,469)
0.98

1999/

2000
Conventional
499
673
245
41,021
20,469,479
27,619,669
10,051,145
(2,900,955)
0.90

1999/

2000
Organic
946
1,227
255
18,016
17,043,136
22,157,451
4,594,080
520,235
1.02

1999/

2000
Total



59,037
37,512,615
49,777,120
14,645,225
(2,380,720)
0.95

2000/

2001
Conventional
378
457
237
15,440
5,836,320
7,056,080
3,659,280
(2,439,520)
0.78

2000/

2001
Organic
629
1,012
254
17,371
10,926,359
17,587,270
4,412,234
2,248,677
1.15

2000/

2001
Total



32,811
16,762,679
24,641,278
8,071,514
(192,915)
0.87

2001/

2002
Conventional
328
571
235
5,435
1,786,821
3,106,273
1,277,230
42,222
1.01

2001/

2002
Transition
406
571
235
4,452
1,811,580
2,544,620
1,046,290
(313,250)
0.89

2001/

2002
Organic
690
1,072
303
20,702
15,839,422
25,565,724
6,272,706
3,453,596
1.15

2001/

2002
Total



30,589
19,437,823
31,216,617
8,596,226
3,182,568
1.11

Comparing the first and last years, it can be seen that in 1998/1999, when conventional coffee still constituted the bulk of its volume, CAEO lost almost a million pesos, which is substantial, even though in terms of its cost-benefit ratio it nearly broke even.
  By 2001/2002, however, CAEO had a profit of over three million pesos on less than half the volume handled in 1998/1999.  It should be noted that by 2001/2002, organic volumes were nearly 4 times greater than conventional, and almost the same amount in transition to organic as was produced conventionally.  This favorable situation is due primarily to the consistent growth in organic production by a growing number of members, given that the other factors affecting the market, principally, low prices for conventional coffee, remained the same.  The goal of sustained growth in certified production proved to be a sagacious business model. 

Comparison of coffee producer incomes

Calculation of coffee producer costs and benefits is complicated by the fact that Oaxacan smallholders do not generally carry accounts and do not conceptualize utility in the same manner as a cooperative business, such as CEPCO, might.  Smallholders, for example do not usually invest land, labor and capital in a business operation; they simply use these elements in the context of their daily livelihood routines.  Nevertheless, a calculation can be made of the value of labor expended (the primary, and often the only input made by smallholders) in terms of a standard rural wage (50 pesos a day).  While this will show an annual net worth of the coffee farm, to better understand the decision making of farmers, it is necessary to pay attention to the gross income from coffee.  For smallholders who don’t pay for their own labor, the gross constitutes the “real” income from coffee.  The results of this exercise can be seen in Table 4, where 4 production regimes are compared: 1 for an average operation not affiliated with CEPCO, and 3 for the three different categories of coffee which CEPCO handles.  

Table 4: Costs and income in pesos, by quintal, hectare and farm operation
, 2001/2002

Type of producer
Cost (Quintal)
Sales price (Quintal)
Net value (Quintal)
Net value (Hectare)
Subsidies (Hectare)
Net income (Hectare)
Net value (Farm)
Gross (or “real”) value (Farm)

Non-associated, conventional
550
287
(262)
(787)
1,500
713
1,426
4725

CEPCO, conventional
550
328
(222)
(666)
1,500
834
1,668
5292

CEPCO, transition
715
406
(309)
(1,545)
1,900
355
1,065
7,990

CEPCO, organic
572
1,072
500
5,000
2,900
7,900
23,700
40,860

In summary, compared with a non-associated conventional producer, a certified organic producer makes almost 17 times more net income and almost 9 times more gross income.  The fact that smallholders do not calculate labor costs would appear to be primary reason non-associated producers continue be involved with coffee, even if only marginally, given that when labor costs are considered, only certified organic producers turn a profit.  But it also explains how it is that the rough road of transition toward certified production is passable, even though producers in transition sustain by far the biggest losses.  When labor costs are excluded, even the small increment in productivity that transition provides makes it a better operation than a conventional farm.

What is overwhelmingly clear from this analysis is that organic production is the only viable regime for smallholders participating in CEPCO. Organic production for the Fair Trade and specialty markets is a positive development strategy that increases productivity, professionalizes farm management and enables farmers to more fully and self-assuredly participate in reaping value from the coffee market.

� Note:  1.00 is the breakeven point.


� On average, conventional producers have 2 hectares of coffee and produce 3 quintales/hectare; producers in transition produce 5 quintales/hectare on 3 hectares while certified producers reap 10 quintales/hectare on 3 hectares. 
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