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INTRODUCTION

The goal of this study is to analyze the effect of the New York Coffee, Sugar
and Cocoa Exchange on the expansion of exports of these products from Iatin
America and the Caribbean. ;

The dependence of the countries of latin America and the Caribbean on
exports of basic products is well known. Among these, coffee, sugar and cocoa
are very important. The export value of these products in 1987 was estimated
to be 13% of the region’s total exports of more than US$ 91 billion.

International prices for basic products run in marked cycles —most of
the time being very low-— and are notably volatile. The context in which the
prices for the region’s products are determined are the futures markets for
basic products, mainly in the United States. For this reason, ECIAC decided to
analyze the functioning of the New York Coffee, Sugar and Cocoa Exchange, how
prices are determined, its representativeness with regards fundamental aspects
and its effects on the coffee, sugar and cocoa industries of Iatin America and
the Caribbean.

Given the present conditions of the intermational markets —where coffee
has fallen to very low levels of around 80 cents a pound because the economic
clauses of the International Coffee Agreement terminated, and where the price
of cocoa has been low for the last five years, and where sugar, even though
present prices are high, is being affected by competition fram substitute
sweeteners, both caloric and artificial, and the protectionist policies of the
industrialized ocountries— it is wvitally important that our countries
understand how the New York Coffee, Sugar and Cocoa Exchange functions and how
to operate in it, in order to sell their products at higher prices and
increase their export revemues.

Coffee is one of the most popular drinks in the world. It was originally
grown in Kaffa, Ethiopia, where it was used as a seasoning. The Arabs spread
it everywhere, approximately 1 300 years before our era, through their intense
trade. Coffee bushes grow in subtropical climates, therefore almost
exclusively in underdeveloped countries.

There are two main types of coffee: the arabica, which has a mild taste,
and the robusta, which is strong. The arabica is more common, grown mainly in



higxtropi@lzmofmeEastemHanisphere.Robastamffeeisprodlwedm
low, hot areas in Africa and Asia. Brazil and Colambia are the major producers
of arabica coffee, which usually represents a third of the world production
for export, andIrxiomslaardtherorycoastaretheblggestproducersof
raobusta coffee.

Unlﬂcecoffee,aigarispmducedinalmsteverymrtzyinthewrld. It
mnbenaiefransugar@neors'.xgarbeets both provide an identical final
product. World cutput is 63% cane-produced and 37% beet-produced. Sugar cane
1stlnx;httohaveor1g1natedm1nd1annrethan2500yearsago Cane is
grown in tropical and subtropical climates and beet in temperate climates.
Forthismasm,careisminlygmminmﬂexdevelopedcamisarﬂbeetm
developed countries. Ancther characteristic worth mentioning is that cane
takessanelSmormhstomadmﬂ)ehaxveststage,whilebeetsneedonlysix
months. This is why the reaction time to high prices in the international
narketism;qu;idterforbeetpmducts.'memingrmmofsugarcamam
mba,IruiaamBrazn,aruofbeets,memmpeanEommic'cammityamme
Soviet Union.

Cocoa originated in Mexico at the time of the Aztec Enmpire. The
cmquistadoxsbruzghtittoSpaininmeIGﬂmcenuny.Forala'gtﬁreitwas
onlycmsumedasadrixﬂc,btrtvrtmitbegantobemrewidelygrwnarxiits
quality improved, it was made into chocolate, possibly in 1828. Cocoa is
strictlyatmpimlcropthatneedsalotofwater.Forthisreason,itis
omfinedtoareaswiﬂminZOdegzeesmrthardsarthoftheequator.cocoa
takasfrmfamtofiveyearsafterplantin;tomahme,ardhetwemeigttarﬁ
1OYeaxstoreadxitsmximmwtprt.Dningthelastoenunyitwasonly
gzwninAmrica,h:tatthebegi:mi:gofﬂerOﬂxca\unypmdtntimbeganin
Afrim,midiismvthelaxgstpmdtntivemwithclosetoss%ofﬂxe
total. 'lhemmproducumgcamtn&sareﬂneroxycoast Brazil, Ghana,
Nigeria and Malaysia.

'Bussb.ﬂyzsdividedintosixchapters.’[hefirstlocksatthe
badc;runﬂmﬂga:eraldamcteristicsofeadargs,ﬂaedifferanebemem
physicalsardﬁmnesmﬂcets,ﬂeorganizatimardadvantagsofe:dmges,
ﬂlecastibxtimofarﬂﬂmepatticipantsinmeNevYorkcoffee,Su;arard
Oowamndarge(csw),ﬂnmdnnicsofopemtjminmee:dnrqemﬂﬂxe



evolutionofthevoltmstradedmtheNewYorkEXd:angeoverthelastseveral
years.

Chapter II analyzes the role of the CSCE in fixing prices, studying how
this is done, the relation between prices in the commodities market and in the
exchange, between spot and futures prices and the characteristics of futures
contracts. It also looks at the degree of participation of the region’s
industries in the CSCE.

Chapter III dbserves the modes of operating in the exchange and how to
analyze the futures market. The advantages and disadvantages of using the
services of commission houses and traders are evaluated. A summary is given of
the alternatives and requirements for participating in. the exchange, as well
as of how the barriers to participation are perceived. Finally, the possible
use of the exchange in the trade strategies of the region’s industries is
studied.

Chapter IV analyzes the questions raised by the countries of Iatin
America and the Carikbean regarding the representativeness and the volatility
of prices, the degree of speculation and the relation between speculation and
variation in prices.

Chapter V treats of the importance of the production and exports of
coffee, sugar and cocoa for the countries of the region, analyzing the share -
of their export earnings in relation to total earnings.

The last chapter offers some recommendations for a better use of the
Coffee, Sugar and Cocoa Exchange.



I. THE NEW YORK OOFFEE, SUGAR AND COCOA EXCHANGE

1. Background information on exchanges

The Industrial Revolution at the end of the 18th and beginning of the 1Sth
cenuuypmducedﬂrereossaxycaﬂitiasforcmatingfuunesmrkets.m
innerdnrdiseirﬂispasableforﬂmeirﬂustrialpmdxntimofoﬂmergmdsgrew
considerably within a period of a few years. The time needed to convert raw
materials into finished products was markedly reduced. As the artisan was
replaced by the machine, the need grew for raw materials to keep those
machines working. The demand for raw materials multiplied several times in
only a few years time. '

The exchanges originated in the medieval fairs. The fairs were places
whemmezdmants-canetogeﬂler,vmemeadmnerdxanthadabetterdlameof
finding a buyer for his wares. They were spot markets, with immediate
delivery. The potential buyer negotiated the price with the seller, and after
examining the merchandise, decided whether or not to buy. If the decision was
to huy, hepaidthepriceanitookposs&ssionofthemerchandisearﬂ
transported it by his own means. | :

Even though the term spot is used today, it now has another meaning.
Commercial contracts with immediate delivery, like those of the fairs, are
rare today.

Asﬂwwlumofgoodsmﬁmenarketgm, it became more difficult to
mkespotcaﬂiacts.Smemxdnntsirnmedmeexpersesoftmrsportirg
large quantities of their merchandise through countryside and cities with no
certitude that they could be sold. This gave rise to selling through samples.
'B)esellershxedsmlplesofhismmtomyersarﬂﬂme,byeaaminirgﬂxe
samples, closed their purchases.

'menerdaarﬂisewaslaterdelivemdtotheplacedecidedm,midxwas
not necessarily the same place where the fair was held. This kind of
operations can be considered the origin of futures operations.

Even though this operation could be considered a futures operation in its
general aspects, because of delivery after making the purchase, it did not
have the same characteristics as futures operations today. In those operations



in the fairs, the seller could refuse to deliver later if a sudden price
increase allowed him to sell at a better level, or the merchandise actually
delivered could differ from the samples shown to the buyer, etc. The buyer, in
turn, could also fail to fulfill his commitment for a lack of resources or for
having lost interest in the merchandise by the time of delivery, etc.

The exchanges tried right from the beginning through their internal
organization to avoid precisely this kind of adverse contingency.

When was an exchange operation as we now know them first carried out?
The answer to that question is lost in the past. Nevertheless, same authors
say the first futures market took place in Japan around the year 1600.

The first exchanges like those of today were established in England,
Holland, Germany and the United States in the second half of the 19th century.

2. General characteristics of exchandes

a) Objectives v ,

Exchanges for products were generally created by the joint action of an
important group of merchants or intermediaries, trading a certain product in a
determinate city. The actual location of the exchange was sametimes influenced
by the proximity to the main centre of production, as in the case of the
Chicago Board of Trade, situated in the centre of a large grain producing
area. More frequently, the location of the exchange was determined by the
importance of the city in question as a trade centre, even though the product
traded was not for the exclusive consumption of the city or the country, or
produced in the area. That is the case, for example, of the New York Coffee,
Sugar and Cocoa Exchange. |

The modern exchanges were conceived and established as a new instrument
for carrying out security functions in the merchandise markets and providing
protection against different risks that the market operators could not
guarantee through the ordinary insurance campanies or in some other way. Same
authors oconsider, however, that seeing the futures exchange only as an
organization for eliminating the risks inherent in future price changes for
products is a rather narrow viewpoint. They hold that the exchange was created
mainly to provide the most effective mechanism created up to that time to fix



the price of products, thus facilitating their movement through all the stages
of production and distribution; and it is within this context of efficient
tradirgofproductsthattheexdlangeallmvssellexsardhxyersofﬂle
physical product (the grower, the distributor and the manufacturer), if they
so wish, to carry out operations which protect them against the negative
effects of price fluctuations.

3. Physicals and futures markets

The futures exchange could be considered an auxiliary market organized as a
camplement to and not a substitute for the physicals market. The two markets
carry out different and separate functions through somewhat similar but
distinct techniques. Nevertheless, both markets are related and one needs the
other’inordertoserveﬂleproduoer, the consumer and the public interest in
an efficient manner.
a) The icals

The basic purpose of buyers and sellers in the physicals market is to
effect or receive the actual delivery of the product. With the standardization
of quality and contract forms, transactions on the physicals market are
carried out for both immediate or spot delivery and for future or later
delivery. Lbsttradeinthismrketisforfutm'edelivery. Traders in the
physicals market, as mentioned above, normally do not gather in a common trade
centre. They carry out their operations by telephone, telex or cable, mainly
through brokers or operators. Moreover, even though they trade for immediate
and future deliveries, the details of their operations are not published,
suneﬂxeyammﬂdeutmlmﬂdomthavetobexevealedmtlmtﬂmeccrselt
of the buyer and seller.
'b) The Futures Market
The main objective of traders in the futures market is not primarily to
‘effect or receive deliveries, but rather to use the exchange as a means of
protection or for speculation —for operations to earn profits through price
fluctuations in the market.

Therefore, even though the canditions of the exchange contract stipulate
the real delivery of the merchandise, deliveries are normally avoided by



cancelling the cbligations --a purchase is cancelled by a sale and vice versa.
That is a sensible practice that avoids unnecessary, costly and illogical
deliveries and returns. |

The operators in the exchange really do came together in one trade
centre: the trading "floor" of the exchange (or another place designated by
the exchange), but unlike the physicals market, they negotiate exclusively (as
a rule) contracts for the future delivery of the product in specific months.
Given the centralized nature of the commodity exchange and the facility with
which the contracts can be bought and sold, the price of any sale whatsocever
in the exchange is an almost faithful reflection of the state of supply and
demand of that moment for contracts of that particular future delivery.
Consequently, even though all world trade for a specific product (for which an
exchange exists) is not realized through the exchange itself, the
international transactions generally are dominated by the prices set on the
exchange. _

International trading in sugar, for example, is not done only on the
London and New York exchanges, but it usually follows the prices set in those
institutions. In this regard, the physicals and futures markets, although they
are clearly separate and independent, constitute in effect one market, with
two separate departments or divisions (for those products that enjoy the
advarntages of an exchange because, as we will see below, not all products are
suitable to be traded in an exchange).

Finally, while trade in physicals functions under any econamic systenm,
the exchange market can only function in a competitive free-market econamy,
that is, within an economic system where the goverrment basically does not
interfere with the forces of supply and demand. Once government measures
neutralize market forces, the use of exchanges becames either unnecessary for
hedging operations, or very dangerous for speculative operations.

4. Organization of exchanges
Each exchange has its own particular organization, Board of Directors and

bylaws. The bylaws can govern aspects such as: the different kinds of members
accepted in the exchange and their respective rights and duties, as well as



thecmmissiastheymxstpayawordirgtoﬂ:etypeofmenberstﬁpmeyhave
and the kind of transactions they carry out; the months designated for
futures trading; the conditions for contracts for negotiated futures; the
limits within which any one day’s trading can move; trading hours and the
supervision of the members’ conduct. v

In same countries, the goverrment monitors and controls the exchanges
through an agency created especially for that purpose; in others, the rules
are more flexiblearxitheacdxangesaxeregisteredlﬂceanyctherfimor
campany, subject, therefore, to the same laws as corporations.

5. Advantages of the Exchange

The advantages of the exchange for producers, traders and users can be
summarized as follows. |
a) Risks of inventory losses are reduced .
Risks of losses resulting from the lower prices are reduced, as mentioned
above, through hedging carried out on the exchange.
b) Fi ing is easier and more econamical, to the ion of
Financing becames less costly and easier to arrange because the solvency
of the borrower is not affected by a drastic drop of the market price, if the
value of the merchandise has been protected by hedging. As a general rule,
banks demand from their clients collateral worth more than the amount of the
loan being sought. If a raw material is given as collateral, for example,
sugar, coffee or same other primary product, the bank would run a relatively
large risk that the price of the product could fall without covering the cost
of the loan. But if the product has been duly protected, it becames an
excellent collateral with little risk. Therefore, the bank will not only be
mredisposedtolerﬂtheﬁxﬂsneededmtaléobeabletogmrrtﬂ\eloanwith
more favourable conditions. '

C) Better market knowledge, as a result of regular and representative

- prices

'metlﬁrdadvantagecansfranthecanamtimofsellezsardmyersin
the exchange, and from the periodical reports the exchange issues regarding
transactions. Normally, to know the price of an article not traded on an




exchange, producers or sellers have to be contacted. That can take a
considerable amount of time, depending on where the manufacturers are and the
means of commnication in question. However, through an exchange, precise
reports on prices for different dates can be cbtained at any given moment.

d) The fulfillment of the obligations agreed upon in a futures contract by
the other party is guaranteed

The three previous advantages would be useless without the fourth
advantage (the guarantee that the contract for future delivery will be
fulfilled). The exchange, either directly or through its clearing house,
guarantees financially the fulfillment of all futures contracts.

6. Constitution of the New York Coffee, Sugar and
Cocoa Exchange (CSCE)

The Coffee, Sugar and Cocoa Exchange began operations in 1882 with the name
Coffee Exchange of the City of New York, trading only that product. In 1914 it
extended its operations to include sugar, replacing the European markets
closed by the war. In 1916 it changed its name to the New York Coffee and
Sugar Excharnge, Inc.

The New York Cocoa Exchange opened in 1925, the first cocoa exchange in
the world. _

The two exchanges united in 1979 to form the present Coffee, Sugar and
Cocoa Exchange (CSCE). The reason for coming together was to increase trade in
these three food products in one corporation, despite the fact that each is
still traded separately according to its own rules and conditions.

The CSCE is non-profit corporation, administered and regulated by its
members through the Board of Managers. It has 777 members, 527 of which are
full members and 250 associate members.l/ To became a menber one must have a
good business reputation, fulfill certain financial requirements, and be
sporsoredbyunnexbersoftheﬁbmharge.

'Benmbersamxeprmextativesoftheomnemialarﬁhmstrialsectoxs
of the coffee, sugar and coooa industries, as well as brokers and commission
houses, all located in developed countries. The countries of lLatin America and
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ﬂmecaritbeanﬁntpmduceardemortthesepmdtwtsammtrepr%ented. The
CSCE has only two members from Latin America and the Caribbean.2/

The Board of Managers, made up of 21 individual members elected for a
period of one year, supervises the overall operation of the Exchange and meets
monthly. There are also several cammittees responsible for different aspects
of trade in the Exchange, for example, arbitrage, business conduct, delivery
and storage procedures, finances, margins, membership, options, among others.

The general administration of the CSCE is carried out by a president and
his staff.

7. Participants in the CSCE

'meparticipantsintheCSCEcanbeplacedirrtothreegnnps:
a)  Producer/Trader/User

This group includes the enterprises or individuals who have the actual
coffee,sugarorcoooaorwhoaregoingtoneedthem.'lheyusetheExmange
for hedging operations or to fix prices for their physicals contracts. Members
of this group are the producers, exporters, traders,_/toasters refiners,
industrialists, etc.
b)  Speculators , _

'misgzuq)sincludesﬂleentexpris&sorirdividualswhodorntpossess
ﬂxephysimlpmdtntardhavemintemstinpossessmgit.lheyemerﬂle
Exchange for profit. They are local speculators (who operate on the floor of
the Exchange and are members), individuals (traders), and the so-called
speculative funds (large investment funds formed by a mmber of pecple).

Local speculators enter and exit the Exchange the same day and do not nun
anygleatrisk.'meyammlleddailyspeaﬂatoxs.'meyarecmtamtoeam
three or four points per operation. Sincetheydomthavetopaycmmissims
mrdepositmargins,ﬂwsepointswnaﬁuptoahealthypmﬁtbytheemof
the day. Nauxrally,ﬂmespeaﬂatorsdomtalwaysccmeartahead,mtgivm
their experience and ample information, they have more of a chance to qain
rathertlnntolosemxey.mmover,tlemtofthespeaﬂatozsadcpta
position and maintain it for several days, weeks or months. The small
speculators, since they are not familiar with the coffee, sugar and cococa
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markets, follow the advice of the camission houses. These houses and
speculative funds elaborate strategic plans and objectives and, based on
price tables and camplex computer programmes, determine when to enter the
Exchange and when to exit. '

The Exchange needs speculation, since it ocontributes to a greater
flexibility in transactions and also facilitates hedging. If a coffee, sugar
or cocoa producer who wished to hedge could find a refiner, toaster or
industrial consumer who also wanted to do the same thing, there would be no
need for a speculator. But this normally does not happen. Therefore the
speculator makes hedging possible by assuming the opposite position, or risk,
than the producer/exporter._
¢) Comission houses |

In order to operate in the Exchange, the producer/trader/user, as well as
the speculator, must do so through a member. The camission houses are members
and operate in the Exchange for third parties, that is, they do not take
their own positions but rather charge a camission, which is negotiable, for
each comtract bought or sold (including the later exit from the Exchange by
means of the opposite operation). Normally the commission is very small in
relation to the value of the contract. Of course, other members do not have to
work through camnission houses.

The Clearing House

The Clearing House also participates in the CSCE but in a different way.
It is an organization independent of the Coffee, Sugar and Cocoa Exchange,
established to clear all the operations carried cut in the E:d:harge, regulate
payments and deliveries and assume all the cbligations derived from contracts
and options. The Clearing House is an organization created by the Exchange,
through which all the operations carried out on the "floor" of the Exchange
are carried out. It is also responsible for guaranteeing the suitable conduct
of the Exchange’s delivery procedures, as well as the adequate financing of
trade. The Clearing House becames the buyer for each seller of a futures
contract, amd a seller for each buyer, and assumes the responsibility for
protecting buyers and sellers aqainst econcmic loss by guaranteeing the
payment for each ocontract. In other words, in order to guarantee the
fulfillment of a futures contract, the Clearing House acts as the principal in



the contract for each party (the contract, then, is fulfilled not by one party
with the other, but by each party with the Clearing House). .

Each day after closing, the Clearing House calculates the quantities that
each member could be losing, which mst be deposited as margins that same day,
since it has the faculty to sell the contracts for which such deposits have
not been made. 'mene:bersoftheCIearmgstemstalsobemembe::softhe
CSCE. Thus if one of the parties fails to fulfill the contract, the other
party is not affected, smcetheoontractwasmademththeClearmgste
actlng as a principal.

e Commodity Futures Trading Commission ‘

Also worth mentioning is the "vigilante" of the CSCE, the Commodi ty
Futures Trading Commission. It is a regulatory agency of the United States
Goverrment which guarantees that the futures exchanges operate cleanly, with
no manipulations and other disloyal practices which prevent the market from
reflecting supply and demand. Any change of regulations that the CSCE or any
dtherexdangemghtdecldetomkehastobea;provedbythlsammmsmn
before being put into practice.

The Comission follows the daily development of prices on the CSCE and
the other exchanges in the United States, especially for the futures pos:.tlons
that are about to expire. It analyzes whether they are commercial or
speculative operations and which enterprises or persons are going to deliver
and receive the physical product. large positions are followed ‘very closely.
menpricesdomtreﬂectmecomitimsofsupplyamdanam,me
Commission’s analysts examine the possible explanations, even the presence of
large traders who could have a significant impact on future prices. In those
cases, the Camission contacts the Exchange to analyze the situation and
decide how to act.

The Comnission is especially careful about foreign participation in the
exchanges in the United States. Rule 21.03 grants the Commission power to
abtain basic information about the market for futures and options. A foreign
trader or broker must sukmit to the Commission all information about his
accounts. Without this information, the Commission can prohibit it from
carrying out other operations, unless it cancels its position on the excharge.
The application of this rule is limited to situations in which the Commission
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considers the market is being manipulated and when the books and files of the
foreign trader or broker are not at the disposition at all times for
inspection in the United States by a representative of the Commission.

8. Mechanics of operating in the Exchange

What is traded in the CSCE is a contract for the future delivery of coffee,
sugar or cocoa, carried out under special rules, according to an established
model, in which the conditions like the unit of the contract, the quality and
the date of delivery are agreed upon beforehand. The only thing left to the
option of the parties is the total quantity and the price.

~ Only members can trade on the CSCE. The client, therefore, must always
place his buy or sell orders with a member.

The most cammon operations include the participation of four persons: two
members, each representing a client. The members carry out the operation
between themselves.

There are many ways to buy and sell contracts on the Exchange. Same of
the most cammon and most important are: an order at a fixed price for the same

day; an open order at a fixed price; a market order; and orders subject to
| other conditions. | |

The most common type of order placed by persons who follow the Exchange
closely, either speculators or hedgers, are market orders and fixed-price
orders for the same day. Those who for one reason or another cannot follow the
movements of prices hour-by- hour on the Exchange generally place open orders
and orders subject to certain conditions.

Brokers who operate in the name of their clients use a certain mmber of
docaments to record all the operations carried out for their clients. The
first doament issued for a client is a sheet that- contains general
information about the client and his firm.

When an order is made, the broker sends the client the closed contract,
which, as we mentioned, is a simple model that contains the date of the
operation, the quantity negotiated, the price and the delivery month.

When the operation is paid for, the broker sends his other contract. If
the first operation was a sale, this second contract will be a contract to
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hy.}bwinalsoe;nloseastatarentofpmdasesarﬂsalesshwingallﬂle
contracts bought, with the prices paid and all the contracts sold, with the
prices received, as well as the profit or loss. Also the statement will
indicate the broker’s commission. | _ '

Attheeniofthemmth,thebmkerseﬁsanacoomtstatenenttohis
client, showing the open positions, credits for payment of deposits and
margins plus the credits of profits and losses, and last, the balance for the
month (be it in favour of the client or the broker).

Once an operation is closed, each member of the CSCE registers it with
the Clearing House. From that moment on, each member deals exclusively with
the Clearing House, which, as we mentioned above, places itself between the
seller and the buyer of futures contracts, assuning the position contrary to

'memarberoftheClearirgHaBemstmkeadepositforeadmcontmct
registeredasaguaranteethattheconditionsofthecorrtractwillbe
fulfilled. Besides the initial deposit, the member is asked to make daily
deposits known as margins. The margin is the quantity which at any given
mnentislostbyanyopenomrtractasacotsequerneofadiffemmebetwéen
the price ofthecperatimamthewrmutmarketprice.

The initial deposit varies from time to time, according to the price
levels for coffee, sugar and cocoa. It runs approximately 10% of the value of
a contract. At the end of 1988, the deposit for sugar was US$ 1 000 per
contract, coffee US$ 4 000, and cocoa US$ 1 500. We should clarify that the
deposit fofﬂ:efirsttmflmlmpositiaxsisabitmre,thesameasfora
speculative operation in the CSCE; the deposit for a hedging operation is
smaller.

As an example, we can take a country like Colambia which normally exports
300000netrictmsofsugar.8u;poseitdecidestohedgemthe$@:fora
thirdofﬂwseaq:orts.lbpmtecthOOOOmetrictasofmgarwmldmaan
selling on the CSCE approximately 2 000 contracts (exactly 1 968, since each
contract is for 50 long tons). An initial deposit of US$ 2 million would have
tobenade.&:mosethesalemsmdeathcentsapam. If the price rises,
say to 10.10 cents a pound, Colambia’s position is losing, since if it now has
to buy the 2 000 contracts to exit from the Exchange, it would have to pay 10
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points a pound more than the price for which it sold them. The CSCE would
demand additional margins for those 10 points per contract, for a total of
US$ 224 000. Colambia does not lose the initial deposit nor the additional
margins, since when it liquidates its position, the losses on the Exchange, if
there are any, are campensated for by the higher price for the physical
sugar.

9. Main characteristics of the CSCE

The following contracts are traded on the CSCE:
coffee: "C" Contract;
sugar: N2 11 Contract (sugar for the world market) and N° 14 Contract (for
the U.S. market);4/
cocoa: Cocoa Contract;
options: for coffee, sugar and cocoa.
The main characteristics of these contracts are as follows.
a) The Coffee "C" Contract

This contract deals with arabica-type washed coffee beans to be delivered
in the months of March, May, July, September and December, over an 18-month
cycle. The coffee under this contract will therefore have had to been produced
during the 18 calender months preceding the first month of quotations.

Coffee is traded in lots, also called contracts, of 37 500 pounds each.
The price is quoted in cents per pound. The minimumm fluctuation is one one-
hundredth of a cent (one point), or US$ 3.75 per contract.

In order to avoid urmusual price fluctuations, the coffee contract has
certain fixed daily limits: the first two positions are unlimited; the rest of
the positions are limited to 6 cents a pound above or below the closing price
of the previous day. If the limit in the same direction is reached two
corzacutive days, the limit is extended by 3 cents a pound. This new limit (9
"cents a pound) will be in effect till the fluctuation is below the original
limit (6 cents) for two consecutive days, thus reverting to this original
limit. The Board of Managers can change these limits at its discretion.

Transactions begin at 9:45 (New York time) at the opening call and
continue till 14:28 o’clock. At 14:30 the closing call begins. Both the
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opening and the closing call begin with purchases and sales in the closest
futures position, till there are no more, and then move to the next position.
This contimues till allﬂmeactlvecmt.mctsaxeclosed The CSCE then
publishes the closing or settlement price for each futures position, based on
the average prices during the closing call. A

The prices on the CSCE for coffee are CIF (cost insurance and frelght)
Port of New York (with a discount of 125 points if it is the Port of New
_ Orleans) for the following sources: Costa Rica, El Salvador, Guatemala, Kenya,
Mexico, Nicaragua, Papua New Guinea, Tanzania or Uganda, with the following
differentials: 200 points (2 cents a pound) are added for Colambian coffee;
100 points are subtracted for Honduran and Venezuelan coffee; 300 points
subtracted for coffee from Burundi, India and Rwanda; 400 points discounted
for coffee from the Dominican Republic, Faxadbr and Peru; and 600 points
subtracted for Ethiopian coffee. |

The CSCE establishes that the quality of the coffee should have a good
size, shape and colour, according to criteria established by the Exchange
itself. It also establishes discounts if these conditions are not met. These
quality requirements are very strict, and exporters from Iatin America and the
Caribbean usually receive a discounted price, at times considerably so, (we
will analyzethlsmdetallelsewhemmtlusstudy) The Exchange has
established methods for verifying the quallty of the coffee (for sugar and
cocoaaswell),nethadsforsanplmg,arﬁhwlmersesaregrantedto
enterprises and individuals to carry out the respective tests.
b) Sugar N° 11 and N° 14 Contracts ‘

These contracts cover centrifugal raw cane sugar, on the basis of a
polarization of 96 degrees, produced with the 18 calender months preceding the
delivery month. The months for quoting are Jamary, March, May, July,
September and October (November replaces October for N* 14 Contracts).

Ehdlldttradedmﬂerboﬂuijﬂsofoormctsisllszpanﬂsofsugar
(50 long tons). The price is quoted in cents per pound. The minimm
fluctuation is one point (one ane-hundredth of a cent), or‘US$ 11.20 per
contract. ;

- N° 11 and N* 14 Contracts have fixed daily limits, to avoid ummsual price

fluctuations. The first two positions are unlimited. The 1imit for the rest of



17

the positions are 50 points (US$ 0.005) a pound above or below the closing
price of the previous day. If the limit in the same direction is reached two
days in a row, the limit is increased by 50 points, and continues in that way
till it reaches 200 points. The maximum limit (200 points) will be in effect
till a movement of less than 150 points is reached on two consecutive days, at
which time the limit will go back to 150 points, and continue lowering in that
way till it returns the original 50-point limit.

Transactions begin at 10:00 o’clock for the N® 11 Contract (9:45 for the
N® 14 contract) with the opening call, and continue till 13.43 o’clock (for
both contracts). At 13:45, the closing call begins (the N® 14 Contract begins
after the N® 11 is closed). Both calls begin with operations for the nearest
future, till all the supply and demand is met and that contract is closed, and
contime with the following month till all active contracts are closed. The
CSCE publishes a closing or settlement price for each futures position, based
on the average price fram the closing call.

The CSCE also publishes a spot price for the N¢ 11 Contract, that is, for
quick delivery (up to 60 days). It calculates that price by calling every day
five members (different ones each day) of the Exchange active in sugar trading
(traders, users, refiners, etc.) and asking them what do they consider to be
the difference between the price of sugar for quick delivery and that for the
first futures position. Once this is done, the CSCE discards the highest and
the lowest differentials and averages the remaining three prices.

Unlike Coffee and Cocoa Contracts, Sugar N° 11 Contracts are FOB (free on
board), ports in the following countries: Argentina, Australia, Barbados,
Belize, Brazil, Honduras, Colambia, Costa Rica, Daminican Republic, El
Salvador, Ecuador, Fiji, French Antilles, Philippines, Guatemala, India,
Jamaica, Malawi, Mauritius, Mexico, Nicaragua, Peru, South Africa, Swaziland,
Taiwan, Thailand, Trinidad and Tobago, United States of America and Zimbabwe.

The N°® 14 Contract, to the contrary, is CIF-based, taxes and surcharges
paid, foreign and U.S. cane sugar, Ports of New York, Baltimore, New Orleans,
Savannah or Galveston. We should clarify that owing to the import quotas
adopted by the United States in 1982, anly quota sugar uses N® 14 Contract to
fix prices or to hedge.
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'mepmimsarxidiscantsformequalityofthesxyarammmROIE
Severe for the N° 14 Contract than for the N® 11. For the latter, only a
polarization of 96 degrees is demanded, normal in world sugar trade, with the
following premiums and discounts: ' .

-between 96 and 97 degrees of polarization, add 1.5% of the base price;

-between 97 and 98 degrees of polarization, add an additional 1.25%;

—between 96 and 95 degrees of polarization, subtract 1.6% from the base

price. | o

Fractions of a degree are calculated using the same proportions.

On the contrary, for sugar .for the U.S. market, certain minimm
characteristics are established for moisture, ash, size of the grain, color
and dextran, which is unusual in world trade and which causes most of the
Sugar exported by countries in latin America and the Caribbean to receive
discounts from the Exchange price. '

Also the premiums for a higher polarization are less than those for the
N¢ 11 Contract and the discounts larger, as follows:

—between 96 and 97 degrees of polarization, add 0.5% of the base price;

-between 97 and 98 degrees of polarization, add an additional 2.2%;

~between 98 and 99 degrees of polarization, add an additional 1.2%;

-between 96 and 95 degrees of polarization, subtract 5.5% from the base

price; |

-between 95 and 94 degrees of polarization, subtract an additional 2.75%

fram the base price.
C) Cocoa Contract ‘

’Jhiscontractcoverscocoabea:singoodconditim, specifying their
origin, description, condition, grade and count.5/ Operating months are:
March, May, July, September and December, on an 18-month cycle.

Each lot traded weighs 10 metric tons, quoted in US dollars per metric
ton, with a minimm fluctuation of US$ 1, or US$ 10 per contract.
| Like the Coffee and Sugar Contracts already mentioned, the Cocoa Contract
has fixed daily limits on prices to avoid excessive fluctuations due to
speculation: the first two positions are unlimited and the limit for the rest
in US$ 88 permtrictmaboveorbelwﬂxeclosirqp:ricefrmthepreviws,
day. Ifthelimitinthesanedirectimisread)edtwod‘:tysinamw,ﬂ)e
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limit is increased to US$ 132 per metric ton. This new limit will remain in
effect till fluctuations of less than US$ 88 are cbtained on two consecutive
days, thus returning the limit back to the original amount (US$ 88). The Board
of Managers can change these limits at their discretion.

 Transactions begin at 9:30 o’clock with the opening call and continue
till 14:10. The closing call begins at 14:15. Both calls begin with purchases
and sales in the closest futures position till these are finished, and then
move on to the next position, till all the contracts are closed. The CSCE then
publishes the closing or settlement price for each futures position, based on
the average price fram the closing call. The price of cocoa is CIF-based,
Ports of New York, Delaware River or Hampton Roads, for delivery only to
Exchange-approved warehouses. The following differentials are established
according to the countries and/or zones of origin.

Group A: add US$ 160 per metric ton for the main harvest of Ghana, Ivory
Coast, Lomé, Nigeria and Sierra leone.

Group B: add US$ 80 per metric ton for Arribo (Ecuador), Bahia (Brazil),
Cameroon, Sri lanka, Chiapas (Mexico), Costa Rica, El Salvador, Ghana (middle
harvest), Granada, Guatemala, Hispaniola (Daminican Republic), Honduras, Ivory
Coast, Jamaica, Java (Indonesia), Liberia, New Guinea, New Hebrides,
Nicaragua, Nigeria, Panama, Samoa, Surinam, Tabasco (Mexico), Trinidad and
Tobago, Venezuela, Victoria (Brazil) and Zaire. '

Group C: same price. Bolivia, Haiti, Malaysia, Para (Brazil), Peru,
Sanchez (Dominican Republic), and all the other regions not specified.

Discounts are also established, varying between US$ 22 and US$ 272 per
metric ton, and grade. Beans with noticeable defects in size and shape, as
well as those more than a certain quantity per kilogram, cannot be placed on
the Exchange. The quality requirements for cocoa demanded by the Exchange are
very severe. Normally the price actually obtained is less than the one quoted
on the Exchange.

d) Coffee, sugar and cocoa options

The Commodity Futures Trading Cammission (CFTC) in 1982 authorized
trading on the CSCE of an options contract for sugar related to the Exchange’s
N® 11 Contract. Cocoa options were authorized in March 1986 and coffee
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options in Octcber of the same year, both related to their respective futures
contracts on the CSCE.

Operating in options does not imply receiving a physical product, as is
the case for futures contracts already commented on in detail. The options
buyer has the right but not the cbligation of buying a lot of sugar, cocoa or
coffee at a determinate price during a determinate period. The seller has the
abligation of delivering to the buyer the lot of sugar, cocoa or coffee if the
buyer so requests before the option expires.

The buyer pays the seller a premium for undertaking this obllgatlon at
the time of agreeing on the transaction.

The buyer of the option is dbligated to enter the corresponding futures
exchange to huy or sell sugar, cocoa or coffee for delivery during the option
month, at the execution price specified in the option.

Option prices are expressed in U.S. cents per pourd, with a minimm
variation of one point (US$ 0.001) for sugar and coffee and 1 US$ per metric
ton for cocoa. There are no maximm fluctuations.

The contractual unit is a futures lot: the Sugar N¢ 11 Contract (50 long
tons), Cocoa Contract (10 metric tons), and the Coffee "C" Contract (37 500
pourds) .

Sugar options operations can take place for the six first positions of v
the months of March, May, July, October and December/March; foroocoaand
coffee in the months of March, May, July, September and December.

'Ihelasttradmgday1stheseconiFr1dayofthemcmthpriortothe
option month for sugar, and the first Friday for cocoa and coffee.

prices. One of them is central, correspanding to previous day's closing price
for the related futures position, but adjusted upward to round it off in cents
without decimals for a purchase option or dowrward for a sell option, for
sugar and coffee. 'Iherearetwoprioasaboveandtwobelwthiscentralprice
atintexvalsthatdepexﬂmtheleveloffutlmprics, according to this
table:



Futures prices For first two For the rest of
positions the positions

Sugar v

Less than 10 cents At intervals of At intervals of
half a cent 1 cent

Between 10 ard 40 At intervals of At 1ntervals of

cents 1 cent : 2 cents

Above 40 cents At intervals of At intervals of
2 cents 4 cents ‘

Cocoa

Below USS$ 3 600 At intervals of ‘At intervals of
US$ 100 UsS$ 100

UsS$ 3 600 or At intervals of At intervals of

above - US$ 200 UsS$ 200

Coffee

Below USS 2 At intervals of At intervals of
5 cents 5 cents

USS$ 2 or above At intervals of At intervals of
10 cents 10 cents
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The execution period of the option runs from the moment of purchase to
expiration. When the Clearing House, which plays the same role as it does for
futures contracts, executes an option, it will apply this execution to any of
the option underwriters who might be short in this kind of option.

Taking an options position while maintaining a futures position limits
potential losses (payment of the prémium) and can increase possible gains.

Westmldmentimthatinastablemarket,mostopticnsshaﬂdexpim
without being effected. On the contrary, when the market is rising, more
purchase options are executed, and when the market is falling, more sell
options are executed.

10. Evolution of the CSCE

'mevolumetxadedmtheCSCEhasviraeasedmtablyinrecentyears,
especially in 1986 and 1987.
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The total mmber of lots traded on the Exchange reached 4.6 million in
1985, the fourth time it swrpassed 4 million in the 103 years of its
functioning. 'Ihe following year registered 5.8 million lots, rising to 6.3
million in 1987. The growth between 1978 and 1987 was 339%.

'mebiggestvollmetradedmtlncscslstheSugarN* 11 Contract,

representing 61.6% of the total number of lots traded in 1987. An average of
15 353 lots were traded daily, compared to - only 4 110 in 1978. This contract
has the most liquidity, which is beneficial for sugar exporters in the
countries of Latin America and the Caribbean, since they can enter and exit
from the Exchange easily.’

'Ihecoffee nee Contractlsthesecondmostmportant item on the CSCE in
volume In 1987, 965 000 lots were traded, 15. 4% of all trading on the
Exchange, a figure slightly below that of the previous year when a record 1.1
million lots were traded. The average daily volume in 1987 was 3 843 lots,
campared to 662 in 1978. ‘

Cocoa Contracts are only slightly behind coffee, with 895 000 lots traded
in 1987, 14.3% of the total traded on the CSCE. 'Iheda11yave.ragem1987vms-
3 568 lots, as opposed to 910 in 1978.

Sugar, coffee and cocoa options have also shown extraordinary growth. A
record of 472 000 contracts were negotlated in 1987, 81% more than the
previous year. Options already represent 7.6% of the total volume of the CSCE
and this share will probably increase.

Sa;aroptimsarebyfar,themstnmnerousarﬂdymmic.'mm 90% of all

options on the Exchange are for sugar. Nevertheless, coffee and cocoa optians,
in their first complete year, recordedvolummonGSOOandlBQOOcontmcts
respectively. Even though these figures are low in camparison with sugar, it
can be predicted that the use of these options will increase over the next few
years, due to their effectiveness as a tool for reducing risks.
; 'mereislittlet:adingintheSugarWMOcrmct,mlyl.l%ofthe
total volume, since, as we already mentioned, this covers imported sugar
subject to quotas in the United States. (These imports have steadily declined
in recent years, reaching their lowest level in 100 years).

'mefoumin;tablesstmthevolum&st:adedmﬂxe'csczbycaltractwer
the last 10 years. (Table I.1 to I.3).



Table 1.1

COCOA: VOLUME TRADED ON THE CSCE
(Nurber of contracts)

1978- 1987
YR JAN fEB MAR APR MAY JUN JUL AUG SEI5 ocT Nov DEC TOTAL
1978  20.69% 21.481 21.095  19.670  14.886 18.376 13.459 18.686 18.509 18.717 18.565 18.594 222.723
1979 19.439 17.626 16.430 14.784 21.250 23.282 18.160 < 21.125 16.929 .25.555 22.321 15.282 232.183
1980 23.600 41.036 25.066 23.897 26.170 29.673 34.158 27.265 45.437 43.945 39.770  28.945 388.971
1981 32.916 43.352 37.056 52.875 32.691 54.479 55.525 53.557 43.764 63.751 53.674 39.011 562.651
1982  42.498  44.744. 53.468 52.581 38.332 50.693 45.504 45.457  61.137  67.652 4B8.243  56.744 607.053
1983 88.429 97.636 82.115 91.851 83.275 135.536 102.212 112.031 103.023 70.032 97.781 98.619 1 162.540
1984 151.282 119.645 102.622 103.415 113.757 107.219 75.294 101.732 75.294 69.322 74.357 33.927 1 127.752
1985 86.748 83.988 94.863 72.564 64.716 " 62.989 74.583  57.842 < 52.912 58.358 53.056 37.954 *800.573
1986 52.774 61.836 70.859 74,249 57.525 77.335 79.029 65.963 - 75.673  64.729 54.090 45.703 777.765
1987 67.268 61.641  73.341 67.954 68.521 93.849 111.728 66.990 71.591 70.164 81.605 60.813 895,465
SOURCE: Elaborated with data from the Coffee, Sugér and Cocoa Exchange, Inc.

Table 1.2

COFFEE: VOLUME TRADED ON THE CSCE
(Number of contracts)

1978-1987
YR JAN FEB MAR APR MAY JUN JuL AG SEP oCT CONOV DEC TOTAL
1978 11,125 10.341  17.202 12.049 12.196 11,112 - 11.346 18.526 13.526 14.615 . 14.589 17.334 163.959
1979 21.463 25.243 26.205 36.298 35.885 39.137 43.046 40.088 50.054 51.%49 38.488 15.282 449.800
1980 70.277 77.143 112.558 93.108 145.830  87.149- 80.217 66.054 69.731 37.528 35.310 32.029 906.934
1981  38.671 34.086 44.963 31.035 39.384 46.096 50.759 50.482 44.368 44.235 49.468. 41.757 | 515.302
1982 47.560 50.976 63.168 52.708 51.062 41.42B 42.779 38.457 44.583 39.967 46.247 37.500 556.435
1983  30.567 32.884 44.211 37.399 44917 45.575 26.065 32.818 22.579 - 38.9%99 34.428  36.999 427.4641
1984  33.327 47.767 46.793 46.833 51.174 42.891 34,956 48.979 43.159 29.703 37.457 36.094 499.133
1985 4B.733  54.809  52.367 58.531 38.755 54.725 42.422 39.425 23.615 58.870 83.845 94.67% 650.768
1986 113.305 95.509 76.787 82.308 75.176 87.323 78.670 106.366 93.465 112.685 89.713 61.835 1 073.142
1987  69.564  B1.427  7B.671 104.350 » 71.189 86.564 77.621 106.182 77.207 85.315 72.846 53.650 964.586

SOURCE: Elaborated with data from the Coffee, Sugar and Cocoa Exchange, inc.
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Table 1.3

SUGAR: VOLUME TRADED ON THE CSCE
(Nuber of contracts) -

1978-1987

YR

JAN

FEB

MAR

APR

MAY

JUN

JuL

MG SEP

ocT

NOV

DEC

TOTAL

1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

61.854

72.961
381.805
223.217
166.913
207.678
192.551
273.316
308.044
387.630

70.103
107.951
354.441
237.286
209.386
249.392
219.725
265.967
268.053
381.393

86.634
76.267

338.118

212.519
199.263
198.034
252.489
215.540
382.053
323.047

79.359

82.804
245,233
240.420
217.689
261.939
227.150
210.026
519.027
381.972

65.623

64.8399
309.417
212.708
138.377
396.435
175.268
193.527
343.746
278.857

98.323
132.200
277.884
241.736
177.657
396.267
213.491
237.904
289.900
313.001

75.940
121.474
271.884
192.142
176.541
272.150
163.955
263.842
281.124
248.133

116.271 115.808
142,006 200.926

279.149 317.170

203.404 247.160
144.980 150.639
329.129 283.827
228.279 263.419
338.816 . 323.387
235.555 328.830
235.263 367.074

99.632
255.858
295.673
138.529
140.262
214.897
234.008
224.866
258.744
331.074

75.243
278.485
250.627
137.768
160.656
231.784
154.735
216.340
173.612
268.226

71.983
256.919
255,379
183.438
154.657
160.436
124,579
249.398
195.126
337.851

1016.773
1 792.750
3 576.742
2 470.327
2 037.020
3 201.968
2 449.549
3 012.929
3 583.814
3 853.49%9

SOURCE: Elaborated with data from the Coffee, 5ugar' and Cocoa Exchange, Inc.

1.70 percentage points.

For cocoa, June is the high volume month, with 9.34% of the total.
December is the low volume month, with 6.73% of the total. The difference
between the highest and lowest volume is 2.61 percentage points.
For coffee, March is the high volume month with 9.14% of the yearly
total, and January the low with 7.44%, leaving a difference between the two of

For sugar, September is the high month with 9.79% of the total for the
year, and November the low with 7.59%, 2.20 percentage points below.

ligtrtesttradirgmthecsasisattheaﬂoftheyear,'possiblyduetothe
traditional holidays at that time. December is the lightest month for cocoa,
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the fourth lightest for coffee, and the second lightest for sugar, after
November.

Table 1.4

COCOA: VOLUME TRADED ON THE CSCE

Percentages

1978-1987
YR JAN FEB MAR APR MAY JUN JuL AUG SEP ocT NOV DEC TOTAL
1978 9.29 9.64 9.47 8.83 6.68 8.25 6.04 8.39 8.31 8.40 8.34 8.35 100.00
1979 8.37 7.59 7.08 6.37 9.15 10.03 7.82 9.10 7.29 11.01 9.61 6.58 100.00
1980 6.07 10.55 6.44 6.14 6.73 7.63 8.78 7.00 11.68 11.30 10.22 7.44 100.00
1981 5.85 7.70 6.59 9.40 5.81 9.68 9.87 9.52 7.7 11.33 9.54 6.93 100.00
1982 7.00 7.37 8.81 8.66 6.31 8.35 7.50 7.49 10.07 11.14 7.95 9.35 100.00
1983 7.61 8.40 7.06 7.90 7.6  11.66 8.79 9.64 8.86 6.02 8.41 8.48 100.00
1984 13.41 10.61 9.10 9.17 10.09 9.51 6.67 9.02 6.68 6.15 6.59 3.01 100.00
1985 10.84 10.49 11.85 9.06 8.08 7.87 9.32 7.23 6.61 7.29 6.63 4.74 100.00
1986 6.79 7.9 9.1 9.55 7.40 9.9 10.16 8.48 9.73 8.32 6.95 5.62 100.00
1987 7.51 6.88 8.19 7.59 7.65 10.48 12.48 7.48 7.99 7.84 9.1 6.79 100.00

Average 8.27 8.72 8.37 8.27 7.51 9.34 8.7 8.33 8.50 8.88 8.34 6.73

SOURCE: Elaborated with data from the Coffee, Sugar and Cocoa Exchange, fnc.

Table 1.5

COFFEE: VOLUME TRADED ON THE CSCE

Percentages

1978-1987
YR JAN FEB MAR APR MAY JUN JUL AUG SEP ocT NOV DEC TOTAL
1978 6.79 6.31 10.49 7.35 7.44 6.78 6.92 11,30 8.25 8.91 8.90 10.57 100.00
1979 4.77 5.61 5.38 8.07 7.98 8.70 9.77 9.57 8.91 11,13  11.55 8.56 100.00
1980 7.7 8.51 12.41 10,27 16.08 9.61 8.84 7.28 7.69 4.4 3.89 3.53 100.00
1981 7.50 6.61 8.73 6.02 7.64 8.95 9.85 9.80 8.61 8.58 9.60 8.10 100.00
1982 8.55 9.16 11.35 9.47 9.18 7.45 7.69 6.91 8.0 7.18 8.31 6.74 100.00
1983 7.15 7.68 10.34 8.7 10.5% 10.66 6.10 7.68 5.28 9.12 8.05 8.66 100.00
1984 6.68 9.57 9.37 9.38 10.55 8.59 7.00 9.81 8.65 5.95 7.50 7.3 100.00
1985 7.49 B8.42 8.05 8.99 5.96 8.41 6.52 6.06 3.63 9.05 12.88 14.55 100.00
1986 10.56 8.90 7.16 7.67 7.01 8.14 7.3 9.91 8.7% 10.50 8.36 5.76 100.00
1987 7.21 8.44 8.16 10.8 7.38 8.97 8.05 11.01 8.00 8.84 7.55 5.56 100.00

Average 7.44 7.92 9.4 8.68 8.% 8.63 7.81 8.93 7.57 8.3 8.66 7.93

SOURCE: Elaborated with data from the Coffee, Sugar and Cocoa Exchange, Inc.
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Table 1.6

SUGAR: VOLUME TRADED ON THE CSCE
Percentages
1978- 1987

JAN

AR MAY  JUN UL AUG

YR FEB MAR SEP ocT NOv DEC TOTAL
1978 6.08 6.89 8.52 7.8 6.45 9.67 7.47 146 11.39 9.80 7.40 7.08 100.00
1979 4.07  6.02 4.25 4.62 3.62 7.37 6.78 7.92 11,21 14.27 15.53  14.33 100.00
1980 10.67 9.9 9.45 6.86 8.65 .7 7.60 7.80 8.87 8.2r 7.0 7.14 100.00
1981 ©9.06 9.6 8.60 9.73 8.61 9.79 7.78 8.2 10.01 5.61 5.58 7.43 100.00
1982 8.19 10.28 9.78 10.69 6.79 8.72 8.67 7.12 7.40 6.89 7.89 7.59 100.00
1983 6.49 7.7 6.18 8.18 12.38 12.38 8.50 10.28 8.86 6.M 7.2 5.01 100.00
1984 7.86 8.97 10.31 9.27 7.1  8.72 6.69 9.32 10.75 9.55 6.32 5.09 100.00
1985 9.07 8.83 7.15 6.97  6.42 7.90 8.76 11.25 10.73 7.46 7.18 8.28 100.00
1986 8.60 7.48 10.66 14.48 9.59 8.09 7.84 6.57 9.18 7.22 4.84 5.44 100.00
1987 10.06 9.90 8.38 9.91 7.24 8.12 6.4 6.11 9.53 8.59 6.96 8.88 100.00
Average 8.01 8.57 8.33 8.85 7.69 8.8 7.65  8.60 9.7 8.44 7.59 7.62

SOURCE: Elaborated with data from the Coffee, Sugar and Cocoa Exchange, Inc.
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II. DESCRIPTION AND ANALYSIS OF THE ROLE OF THE EXCHANGE IN THE COFFEE,
SUGAR AND COCOA INDUSTRIES IN IATIN AMERICA AND THE CARIBBEAN

1. Role of the CSCE in fixing prices
a) Price mechanisms

Like the other futures exchanges in the United States, the CSCE is
regulated by the Commodity Exchange Act. The agency that supervises the
campliance with this law is the Camodity Futures Trading Cammission.6/

The statutes and rules of the CSCE have been registered with and approved
by the Commission, which follows daily operations very closely. Transactions
of more than 25 lots of coffee or cocoa and 200 lots of sugar must be reported
in detail to the Commission.

The prices of coffee, sugar and cocoa for future delivery are determined
bysupplymﬂdatarﬂonﬂletradingflooroftheExdnrge,whereﬂwproduct
is offered and sold at open outcry. It is important to emphasize that the CSCE
does not sell or buy coffee, sugar or cocoa, nor does it determine the prices
at which they are traded. It is simply the place where coffee, sugar and cocoa
producers and processors, as well as speculators, meet to buy and sell,
through, of course, a member of the Exchange.

As an example, we can mention that if a member of the CSCE receives from
two clients similar orders, one to buy and the other to sell, he cannot carry
out the operation without going to the floor of the Exchange to offer both
orders. If no one accepts them, then he can offset them.

The Cammission follows the operations of each contract on the CSCE,
especially those about to expire, trying to detect any attempt to manipulate
or distort prices. It can audit commission houses without prior notice to
ensure that they have not violated any of the requlations.
| The Commission has intervened on several occasions in same exchanges when
it thought they were manipulated. It intervened in the CSCE twice during the
last decade for coffee comtracts, because a group of exporting countries had
bought an excessive mmber of lots to raise prices.

The first intervention was in 1977 when El Salvador and Brazil decided to
sustain the prices on the CSCE. When the July 1977 position expired, the price
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fell considerably, inflicting heavy losses on many participants in the
Exchange. Moreover, both countries received a huge quantity of bluysical
coffee. The Commission opened an investigation of the Compafiia Salvadorefia de
Café, accusing it of manipulation. The Cammission, together with the CSCE,
later intervened with an emergency call in the December contract, since 75% of
the open positions were in the hands of three Iatin American enterprises.7/

Towards the end of the 1970s, a group of Central and South American
countries formed the Campafiia Pancafé, S.A., in order to stabilize prices by
intervening in the futures and physical markets. Pancafé made massive
purchases of futures, till the  Commission decreed that transactions in the
Coffee "C" Contract should be limited to liquidations. The delivery period of
the physical coffee from the December position was extended by 25 days and the
quality norms were relaxed so that enough coffee could be délivered to cover
Pancafé’s purchases.8/

b) Physical market prices and Exchange prices

Trade on the Exchange isbasedonthefactthatpricesmthephysical
and futures markets maintain a relatively parallel movement. Although small
differences can occur, mostly as a consequence of the Exchange’s greater
sensitivity to small changes in the conditions of supply and demand, generally
prices in both markets tend to move together. The parallel movement of prices
on the physical and futures markets is ensured by the fact that buyers (or
sellers) of futures contracts have the right to demand delivery (or require
that it be accepted) of coffee, sugar or cocoa. ,

Any discrepancy between the two prices would attract arbitrage
operations,9/ which imply operations in both markets that cancel one ancther
out and bring the prices back in line. If, for example, futures prices were
higher at a given moment than prices for later delivery of standard quality
product in the physical market, profits could be cbtained through arbitrage
operations by selling for future delivery on the Exchange, while
similtaneocusly buying for future delivery on the physical market, and when the
deferred delivery date came due, fulfilling the futures contract by delivering
the goods bought for deferred delivery on the physical market.

Mpms.mtohy;hysimlqoodsarﬂsellﬁrbn&mldmjsepricasm
the physical market to the level of futures prices. On the other hand, if at a
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given mament, the prices of physicals prices were higher than futures prices,
itmﬂdhetotheadvarmageofholdersofpndasecontmctsabmttoexpire
on the Exchange that they ask for actual delivery of the sugar and resell it
on the physical market instead of liquidating their position by selling
futures. Therefore, even though actual delivery is relatively rare on the
Exchange, as we already mentioned, the possibility of fulfilling the contract
by actually delivering is extremely important to keep the two market prices
together. _

C) Relation between prices for immediate delivery and futures

'mepriceﬁquotedbytheexchangesshowad]amcteristicpattemofthe
relation between prices for immediate delivery and prices for future delivery
in the different delivery months. The difference between the futures contract
price and the price of the real product on the physical market is called the
basis. Normally, it should be expected that the difference between futures
prices and the spot price, that is, the basis, will increase for the more
distant contract months, reflecting the incidence of the increases on the so-
called carrying charges of the merchandise or the cost of storing stocks of
the product. ' |

The costs of carrying the merchandise include: storage, insurance,
interest, losses, etc., necessary to keep the physical product from the actual
date up to the expiration of the futures comtract. Consequently, as the
position approaches the expiration date, the gap between that position and the
spot price tends to close. Those carrying charges of the merchandise added to
the costs of making the shipment, establish the upper limit of the degree to
which the price of a contract on the Exchange or a futures contract for later
shipment can exceed the spot price of the product on the physical market.

Any larger difference would not last long, since it would offer qains
wittntriskstottwseﬁndoarbitmges,wtnwmldhxy;hysicalsarﬂsen
futures similtanecusly. Such arbitrage operations would raise the spot price
of the product and lower the futures price, thus restoring the normal price
relation between the two markets. Prices for distant positions higher than
prices for immediate shipment are said to have "premiums".

However, the difference between the prices of futures contract and the
price for immediate shipment can be less than that maximm or even negative. A
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situation like that is called "backwardation", or, in terms of the coffee,
sugar or cocoa market, ammatimmwhldlthepncesofthepmductsaxe
found at a "discount" in relation to the prices for immediate shipment.

' Underthosecuﬂltlors,thetxademmldtrytosellthelrstods
‘immediately and substitute for them by buying futures contracts with the
appropriate date and rvetam these latter up to their expiration (at least
until a more favourable opportunity arises). However, at any one moment only a
given volume of potential arbitrage exists because the stocks carried for
trading are limited. Thus arbitrage operations can be insufficient for
bringing about the change needed to re—establlsh the normal price relation
between the two markets.

If that happens, a dlsoount situation (backwardation) could go on for
several months and only disappear after the factors which mltlally provoked
it have been eliminated. This happens as the result of a situation in which
there is relative scarcity of supply at the time, but a scarcity which the
market expects to ease in the future. This expectation can be based on
estimates of an extremely large harvest or indications that any of the factors
restricting actual supply (strikes or threats of strikes that affect
production or shipment, etc.) wﬂlmttakeplacemthefutm*e

The close relation between immediate-delivery and futures markets arises
franthefactthatthesameprodmtmnegctmtedonboﬂ:markets Therefore,
mb.:yerwmldacqulmtheproductmonemarket1fhecouldb.1y1tfor1$s
on the other. In the same way, msellermald sell on one market if he could
get better prices on the other. 'Ihezearetmwtmtheproductquotedm
the Exchange does not caply with the exact specifications of the buyer, and
naturally, he would be willing to pay a slightly higher price for the quality
he wants.

Itcanalsoha;pa\tlntthemenmardiseinthehanﬂsofasellerdoesmt
cmplym.ththemmsofthem«hame in which case the seller has no choice
buttosellthemerdxardlsemthemymmlmrket In this kind of
situation, besides the place where the product is sent for shipping, the
relatlmbeu\neenthetwmﬁcetsmmmtamed since the standard contracts
usedmtheEnmangemcludethemstcaunmquahtl%ardcaﬂltlas.
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d) Spot and futures prices

To analyze the evolution of the relation between spot, immediate delivery
and futures prices, we take monthly data for a six-year period for cocoa ard
sugar. It was not possible to acquire the spot prices for coffee.

For cocoa, we use the spctpricasfor Brazil, the Daminican Republic and
Ecuador published by the Cocoa Merchants Association of America and campared
them to the futures prices published by the CSCE for the harvest years from
1982/1983 to 1987/1988. (See Table II.1).

We should point out first that spot and futures prices behaved in the
same way; they rose the first two years and fell the following four. However,
they did not do so in the same proportion. From 1982/1983 to 1987/1988 the
spot price for Brazilian cocoa fell by 9.6%, taking average prices, Daminican
cocoa by 8.3%, and Ecuadorean by 9.9%, while futures prices quoted on the CSCE
dropped by 11.7%.

With regards to price differences, Brazilian cocoa receives a premium in
relation to Exchange prices, that is, the spot price is higher, fluctuating in
the period we are analyzing between US$ 134 and US$ 261 the metric ton.
According to the rules of the CSCE, Brazilian cocoa has a premium of US$ 80
per metric ton over the price on the Exchange. However, as we can see, the
premium is much greater than the one specified and is due to the strong demand
today for Brazilian cocoa for its recognized quality. Dominican cocoa, on the
other hand, quoted at the same prices as those of the CSCE, most of the time
recorded negative premiums, that is, discounts; these fluctuated between a
premium of US$ 37 the metric ton in 1984/5 and a discount of US$ 41 the metric
ton in 1982/3. Cocoa from Ecuador, which has a premium of US$ 80 the metric
ton according to the rules of the CSCE, recorded premiums of US$ 9 and US$ 127
the metric ton.

The differences in percentages between spot and futures prices were
relatively small. Brazilian cocoa recorded the largest, between 7.48% and
11.43%; Dominican between -2.20% and +1.69%; and Ecuadoran between 0.45% and
5.42%. This analysis is based an the average differences of each of the six
harvest years. The monthly averages present larger fluctuations in certain
months, owing to seasonal rises or declines in demand or supply, particularly
in the case of Brazilian coffee.
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Table 11.1

COCOA: PHYSICALS AND FUTURES PRICES
1982/83 - 1987/88

(Dollars per metric ton)

CSCE Differences with

Harvest Prices received for: Futures
years Brazil D.R. Ecuador prices Bra. DR Ecu. Bra. DR Ecu.
CSCE Absolute Relative
1982/83
Oct. 1.620 1.527 1.534 1.561 59 -3 -2 3.7 -2.18 -1.73
Nov. 1.526 1.388 1.427 1.429 97 -41 -2 6.79 -2.87 -.14
Dec. 1.67 1.501 1.53‘): 1.534 137 -33 5 8.93 -2.15 33
Jan. 1.857 1.660 1.700 1.711 146 -51 - -1 8.53 -2.98 - .64
Feb. 2.026 1.815 1.873 1.850 176 -35 23 9.51 -1.89 1.26
Mar. 1.940 1.724 1.79 1.766 174 =42 13 9.85 -2.38 T4
Apr. 1.951 1.756 1.821 1.795 156 -39 26 8.69 -2.17 . 1.45
May 2.131 1.939 2.022 1.980 151 -41 42 7.63 -2.07 2.12
Jun, 2.347 2.147 12,265 2.200 %7 - -53 65 6.68 -2.41 2.95
Jul, 2.348 2.150 2.269 2.19% 152 -46 73 6.92 -2.09 3.32
Aug. 2.355 2.152 2.264 2.198 157 -46 66 7.4 -2.09 3.00
Sept. 2.213 2.022 2.141 2.050 163 -28 91 7.95 -1.37 4.44
AQe\rage 1.999 1.815 1.886 1.856 143 C 41 30 7.70 -2.20 1.63
1983784
Oct. 2.162 1.975 2.101 2.013 149 -38 88 7.40 -1.89 4.37
“Nov. 2.306 2.118 2.262 2.141 165 -3 121 7.7 -1.07 5.65
Dec. . 2.671 2.476 2.631 2.469 202 7 162 8.18 .28 6.56
Jan. 2.791 2.556 2.750 2.539 . 252 17 211 9.93 67 8.31
Feb. 2.703 2.480 2.686 2.443 260 37 243 10.64 1.51 9.95
Mar. 2.717 2.490 2.614 2.491 226 -1 123 9.07 -.04 4.94
Apr. 2.715 2.471 2.556 2.487 228 -16 69 9.17 -.64 2.77
May 2.8%4 2.623 2.688 2.619 275 4 69 10.50 15 2.63
Jun, 2.76 2.375- 2.456 2.385 331 -10 7 13.88 -.42 2.98
Jul. 2.473 2.136 2.219 2.141 332 -5 7 15.51 -3 3.64
Aug. 2.542 2.252 2.322 2.173 369 »n 149 16.98 3.64 6.86
Sept. 2.639 2.374 2.444 2.300 339 7 © 144 14.74 3.2 6.26
Average 2.611 2.361 2.477 2.350 261 10 127 11.09 N7 5.42
1984/85 .
Oct. 2.562 2.219 2.282 2.200 362 19 82 16.45 .86 3.73
Nov. -2.620 2.246 2.307 2.218 402 28 .89 18.12 1.26 4.01
Dec. 2.489 2.163 2.185 2.105 384 58 80 18.24 2.76 3.80
Jan. 2.389 2.173 2.9 2.130 259 43 61 12.16 2.02 2.86
Feb. 2.400 2.194 2.236 2.205 195 -1 3 8.84 -.50 1.41
Mar. 2.428 2.292 2.297 2.180 248 112 117 11.38 5.14 5.37
Apr. 2.434 2.349 2.407 2.2%9 195 110 168 8.7 4.9 7.50
May 2.349 2.209 2.268 2.118 31 9 150 10.91 4.30 7.08
Jun. 2.283 2.044 2.137 ‘ 2.017 206 ar 120 10.21 1.34 5.95
Jul, 2.27M 2.126 2.149 2.110 161 16 39 7.683 .76 1.85
Aug. 2.327 2.130 2.172 2.165 162 -35 7 7.48 -1.62 .32
Sept. 2.391 2.213 2.231 2.283 158 -20 -2 7.08 -.90 -.09
Average 2.407 2.197 2.239 2.160 247 37 79 11.43 1.6 3.63



33

Table 11.1
COCOA: PHYSICALS AND FUTURES PRICES

1982/83 - 1987/88

(Dol lars per metric ton)

(continued)

Harvest Prices received for: Futures CSCE Differences with
years Brazil D.R. Ecuador prices Bra. DR Ecu. Bra. DR Ecu.
CSCE Absolute Relative

1985/86

Oct. 2.406 2.208 2.221 2.259 %7 -51 -38 6.61 -2.26 -1.68
Nov. 2.340 2.132 2.133 2.158 182 -26 -25 8.43 -1.20 -1.16
Dec. 2.452 2.250 2.249 2.249 203 1 0 9.03 .04 .00
Jan. 2.387 2.215 2.219 2.218 169 -3 1 7.62 -1 .05
Feb. 2.274 2.1 2.133 2.105 169 6 28 8.03 .29 1.33
Mar. 2.167 1.999 2.038 2.006 161 -7 32 8.03 -.35 1.60
Apr. 2.035 1.866 1.890 1.873 162 -7 17 8.65 .37 91
May 1.961 1.766 1.801 1.795 166 -29 [ 9.25 -1.62 .33
Jun. 1.958 1.756 1.805 1.795 163 -39 10 9.08 -2.17 .56
Jul. 2.097 1.904 1.960 1.931 166 -27 29 8.60 -1.40 1.50
Aug. 2.127 1.940 1.985 1.964 163 -24 21 8.30 -1.22 1.07
Sept. 2.278 2.095 2,137 2.108 170 -13 29 8.06 -.62 1.38
Average 2.207 2.020 2.048 2.038 168 -18 9 8.26 -.90 45
1986/87

Oct. 2.150 1.983 2.030 1.997 153 -14 33 7.66 -.70 1.65
Nov. 2.075 1.928 1.953 1.927 148 1 26 7.68 .05 1.35
Dec. 2.032 1.903 1.915 1.887 145 16 28 7.68 .85 1.48
Jan. 1.980 1.907 1.913 1.898 82 9 15 4.32 47 .7
Feb. 1.943 1.885 1.897 1.870 3 15 27 3.90 .80 1.44
Mar. 2.014 1.934 1.956 1.922 92 12 34 4.7 62 1.77
Apr. 2.151 1.976 1.999 1.982 169 -6 17 8.53 -.30 .86
May 2.162 1.964 1.998 1.980 182 -16 18 9.19 -.81 9
Jdun. 2.104 1.902 1.952 1.918 186 -16 34 9.70 -.8 1.77
Jul. 2.236 2.039 2.09%% 2.048 188 -9 46 9.18 - b 2.25
Aug. 2.119 1.954 2.006 1.955 164 -1 51 8.39 -.05 2.61
Sept. 2.080 1.930 1.991 1.920 160 10 n 8.33 .52 3.70
Average 2.087 1.942 1.975 1.942 145 0 33 7.48 .00 1.72
1987/88

Oct. 1.974 1.851 1.912 1.850 126 1 62 6.70 .05 3.35
Nov. 1.977 1.868 1.907 1.856 121 12 51 6.52 .65 2.75
Dec. 1.943 1.821 1.858 1.810 133 1" 48 7.35 .61 2.65
Jan. 2.030 1.909 1.939 1.903 127 6 36 6.67 .32 1.89
Feb. 1.853 1.748 1.758 1.717 136 3 41 7.9 1.81 2.39
Mar. 1.737 1.638 1.646 1.601 136 37 45 8.49 2.3 2.81
Apr. 1.718 1.600 1.65 1.570 148 30 55 9.43 1.9 3.50
Nay 1.800 1.667 1.695 1.638 162 29 57 9.89 1.77 3.48
Jun. 1.734 1.584 1.621 1.563 m ral 58 10.94 1.34 3.1
dJul. 1.778 1.606 1.646 1.570 208 36 76 13.25 2.29 4.84
Aug. 1.639 1.434 1.483 1.39 248 43 92 17.83 3.09 6.61
Sept. 1.497 1.237 1.309 1.190 307 &7 119 25.80 3.95 10.00
Average 1.807 1.664 1.700 1.638 168 S 62 10.28 1.55 3.7

SOURCE: Elaborated by the consultant with USDA and CSCE data.
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For sugar, we use the spot prices published by the CSCE (fram 1983 to
1988), calculated by calling every day several enterprises related to the
production, use and trade of sugar, and asking them, in their opinion, what is
the difference in prices for quick delivery and the first futures position on
the Exchange. An average is then taken.

Sugar shows less of a relation between spot and futures prices, with the
former having risen by 19.9% and the latter by 6.7%.

Price differences are greater for sugar. In absolute terms, they varied
between 43 cents and 76 cents a pound, and in relative terms, between 6.23%
and 14.69%. Monthly variations reached 33%, while the largest for cocoa was
18%. (See Table II.2). ,

Sugar is one of the basic products with high variability in prices, owing
tothecmplexmlatimbetwsupplyarﬂdanandarﬂitsterﬂencytmrds
disequilibrium. That could 'explain the large difference at certain times
between spot and futures prices. In 1988, for example, several months showed
discounts, since sugar for quick shipment was very scarce.

e) The futures contract '

WhatistradedontheCSCEistherightofconveyameofpropertyof
coffee, sugar and cocoa on a future date. A contract for the physical product
comedesthecmveyanceofpmpertymadatemﬁdmcanbeimediateor

‘mereamseveraldifferernasbetweenafuturescontmctardacormct
for later delivery on the physical market. Futures contracts have a standard
form and only a few blanks have to be filled in. Contracts for later delivery
havetobeaijustedtoﬂlezequjxanemsofﬂmehxyerarﬂsellerwimrespect
to the quality, quantity, the date and place of delivery of the product, as
well as the conditions of the sale (form of payment, vheﬂ:erltlsFOBorCH‘
‘etc.).

Futures contracts, which have a few simple models, anly have to be filled
in with the date, the buyer amd seller, the quantity, price and delivery
knxmthoftheprod«x:t. ']hemtofﬂxeomditims, as camplex as for any other
purchase/sale contract, ami:mrpomtedmﬁxenﬂesofﬂrema:hange. The
dbligations and rights of the parties in a futures contracts do not appear in
the contract itself. 'meccntractmlywrtiqs a few rules and states that
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Table II.2
SUGAR: SPOT AND FUTURES PRICES
1983 - 1988
(U.S. cents per pound)

YEARS CSCE PRICES FUTURES/SPOT

SPOT FUTURES Absolute Relative
1983
Jan. 5.98 6.75 .77 12.88
Feb. 6.40 6.88 .48 7.50
Mar. 6.18 6.96 .78 12.62
Apr. 6.71 7.66 .95 14.16
May 9.23 10.22 .99 10.73
Jun. 10.80 11.28 .48 4.44
Jul. 10.54 11.16 .62 5.88
Aug. 10.52 11.12 .60 5.70
Sep. 9.48 10.62 1.14 12.03
Oct. 9.67 10.82 1.15 11.89
Nov. 8.51 9.49 .98 11.52
Dec. 7.81 8.53 .72 9.22
Average 8.49 9.29 .81 9.49
1984
Jan. 6.95 8.02 1.07 15.40
Feb. 6.56 7.20 .64 9.76
Mar. 6.42 7.35 .93 14.49
Apr. 5.96 6.65 .69 11.58
May 5.56 6.09 .53 9.53
Jun. 5.47 5.83 .36 6.58
Jul. 4.51 4.86 .35 7.76
Ag. 4.01 4.50 -49 12.22 -
Sep. 4.06 4.84 .78 19.21
Oct. 4.65 5.78 1.13 24.30
Nov. 4.40 5.41 1.01 22.95
Dec. 3.33 4.44 1.11 33.33
Average 5.16 5.91 .76 14.69
1985
Jan. 3.59 4.29 .70 19.50
Feb. 3.65 4,72 1.07 29.32
Mar. 3.78 4.19 .41 10.85
Apr. 3.37 3.68 .31 9.20
May 2.77 3.24 .47 16.97
Jun. 2.74 2.91 .17 6.20
Jul. 3.16 3.46 .30 9.49
Ag. 4.35 4.49 .14 3.22
Sep. 5.12 5.48 .36 7.03
oOct. 5.01 5.46 .45 8.98
Nov. 5.54 5.89 .35 6.32
Dec. 5.34 5.77 .43 8.05
Average 4.04 4.47 .43 10.66
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Table II.2
SUGAR: SPFOT AND FUTURES PRICES (continued)
1983 - 1988
(U.S. cents per pourd)

YEARS CSCE PRICES FUTURES/SPOT

SPOT FUTURES ~ Absolute Relative
1986 ’
Jan. 4.87 5.81 .94 19.30
Feb. 5.54 6.08 .54 9.75
Mar. 7.07 7.61 .54 7.64
Apr. 8.36 8.60 .24 2.87
May 7.64 8.05 .41 5.37
Jun. 6.38 6.76 .38 5.96
Jul. 5.58 6.02 <44 7.89
Aug. 5.53 5.80 .27 4.88
Sep. 4.67 5.88 1.21 25.91
Oct. 5.42 6.50 1.08 19.93
Nov. 5.93 6.67 .74 12.48
Dec. 5.66 6.26 .60 10.60
Average 6.05 6.67 .62 10.17
1987
Jan. 6.48 7.14 .66 10.19
Feb. 7.33 7.76 .43 5.87
Mar. 7.51 7.83 .32 4.26
Apr. 6.64 6.95 .31 4.67
May 6.71 7.14 .43 6.41
Jun. 6.40 6.79 .39 6.09
Jul. 6.05 6.47 .42 6.94
Aug. 5.57 5.94 .37 6.64
Sep. 5.77 6.41 .64 11.09
Oct. 6.60 7.28 .68 10.30
Nov. 7.29 7.52 .23 3.16
Dec. 8.25 8.39 .14 1.70
Average 6.72 7.14 .42 6.23
1988
Jan. 9.64 9.65 .01 .10
Feb. 8.40 8.38 -.02 -.24
Mar, 8.52 8.54 .02 .23
Apr. 8.49 8.64 .15 1.77
May 8.85 9.05 .20 2.26
Jun. 10.52 10.36 -.16 -1.52
Jul. 14.01 12.76 -1.25 -8.92
Ang. 11.10 10.31 -.79 ~7.12
Sep. 10.19 9.70 -.49 -4,81
Oct. 10.29 9.81 -.48 -4.66
Nov. 10.82 10.44 -.38 -3.51
Dec. 11.28 11.30 .02 .18
Average 1018 9.91 -.26 -2.60

SOURCE: Elaborated by the consultant with data from the U.S.
Department of Agriculture and the CSCE.
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the whole contract is governed by the rules of the Exchange. Since all
operations have the rules of the Exchange in common as part of their
corditions, that implies that such uniformity allows for a rapid transfer of
the futures contract. The transfer itself is not effected, but rather a
contrary operation which cancels the previous one.

The reason for buying a futures contract --either for hedging or
speculation— is unimportant; those who buy for either purpose are reduced to
a common denaminator by the nature of the contract itself. The contract is a
legal agreement established between the buyer or seller, as the case may be,
and the Clearing House, by which one party agrees to deliver or receive
within a determinate date a certain quantity of quality coffee, sugar or
cocoa, under the conditions of delivery determined by the rules of the
respective contracts.

The contract, if it is allowed to expire, is fulfilled by cash payment on
the date of delivery according to the settlement price of that date in
exchange for the delivery of the physical coffee, sugar or cocoa.

2. The of icipation of coffee and
cocoa industries of Iatin America and the
Caribbean in the CSCE

The countries of Iatin America and the Caribbean that export coffee, sugar and
cocoa generally operate on the Exchange mainly in two ways: through a hedging
operation when they think prices might fall; and to fix an export price
through so—called executable orders, when they think prices will probably
rise. These countries almost never use options to camplement either of these
operations since options are relatively new on the CSCE. (These ways of
operating will be studied in detail in Chapter III).

In spite of the significant increase in volume traded on the CSCE over
the last few years, the countries of the region that export coffee, sugar and
cocoa use hedging operations to a limited extent. |

Only a few countries have used them recently, and very sporadically. They
are used mostly for coffee, because the exporters of that product are large
trading campanies, which, besides knowing very well the mechanism of the
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Exchange and having sufficient financial resources, do not want to take the
risk of a strong drop in prices. Countries that hedge are Brazil, the
Daminican Republic, Ecuador (coffee), Costa Rica, Guatemala and Chile (sugar),
among others.

The main reasons for not using hedging operations are the following.

- controls _

This could be the main reason for not using the Exchange for protection
from a drop in international price, since it is very difficult for the
enterprise or export agency to convince the Central Bank to allow it to take
the foreign exchange out of the country to cover the initial deposit demanded
by the Exchange and the additional margins that it will ask for if the price
does not evolve as expected. |
- Little knowledge of the hedging operation

This is also a strong reason with regards participation in the Exchange.
Those responsible for trading in our countries prefer not to hedge because
they do not understand its advantages or the mechanism they have to follow to
do so: comtact a member of the Exchange, deposit the initial and additional
margins, pay cammissions, etc.

- Lack of financing

'Ihlsaffectsalmstallt'hecamtrlesoftheama, since owing to our
heavy external debts, U.S. banksarenotverymtemtedmfmancmgthelr
entry into the Exchange. However, s.Lmetheloanvmldbeguaranteedbythe
physical product, same banks could probably be found to grant the credit. Also
financing could be found in local banks in our countries.

- Others

Other reasons could be grouped together here: a lack of suitable
camunication systems; different time zones between some of the countries of
the area and New York; a lack of confidence in the method for determining
pices on the Exchange; local laws thatpreventtheemorterfrunusmﬂae
Exchange, etc. '

To the contrary, the countries of latin America and the Caribbean that
export coffee, sugar and cocoa use much more executable orders than hedging
operations to fix prices on the Exchange. In most of the countries, however,
executable orders have a limited use in relation to total exports, but,
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apparently, only four or five countries do not use them at all, selling only
at a fixed price.

The main reason for the greater use of executable orders is that when
they are carried out by a trader who buys the physical product, no initial
deposits or margins are required, since the trader finances the whole
operation in the Exchange. To operate with a coammission house, deposits and
margins would have to be financed and commissions paid. Nevertheless, the use
of the services of a commission house has certain advantages, and placing
executable orders with traders has certain disadvantages, which we will
analyze in detail in Chapter III.

It is risky to estimate the degree of participation of the coffee, sugar
and cocoa industries of Latin America and the Caribbean 10/ without visiting
each country and asking all the agencies and enterprises related to the export
of these basic products what is their degree and form of participation. From
the consultant’s interviews in New York and Washington with executives of
comnission houses and traders and the New York Coffee, Sugar and Cocoa
Exchange, it could be estimated that no more than 25% of the region’s exports
directly use the Exchange.ll/

However, we can say that close to 100% of the area’s coffee, sugar and
cocoa exports use the Exchange indirectly, since almost all sales are made to
traders (except for Cuba with its special agreements with socialist countries)
and these immediately carry out hedging operations on the CSCE.
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IIT. BENEFITS DERIVED FROM USING THE EXCHANGE FOR THE INDUSTRIES
OF IATIN AMERICA AND THE CARIBBEAN

1. Modes of operating

The countries of ILatin America and the Caribbean that produce and export
coffee, sugaranicocoaoperateontheNewYorkEbod'xangeintwomainways:
hedging operations or fixing prices through executable orders. We will explain
each of these.

a) Hedging operations

Hedging operations arise fram the need for protection against the risk of
price changes implicit in owning or having a product.

In this kind of operation, an exporter sells a determinate mmber of lots
ontheEb(dnngeforaquantityofhispmductnearorequaltotheammthe
wished to protect (it could be his whole production, all of his exports, or
part of these). Bydoingso,heisfixirgthepriceoftheproductarﬁ
insurirghinselfagainstadmpinprices.TheexportermkasﬂniSRjMOf
operation when he thinks that the price is more likely to fall than rise.

Iater, when he sells his physical product, he will have to
similtaneously liquidate his position on the Exchange by buying the same
ammtoff\rt:uresoontractsashesold.'Iheooffee,sugarorcocoaisaln\ost
never actually delivered on the CSCE; less than 1% of the total volume traded
on the CSCE is actually delivered there. (See Tables III.1 to III.3). .

Hedgingfixesthepriceofmeproductardirsumsagai:stadrop,mtat
the same time it loses the chance of receiving a higher price. However, if one
thinks he made a mistake, he can quickly rectify the situation by liquidating
ﬂxepositimmﬂ)efb(charqearxitakemlyafewloss&. If he had sold the
product directly to a buyer, it would be very difficult to get out of the
deal.

Adisadvantageofhedgirgisﬂ)ataperfectopemtimismmlyadﬁeved,
Wherethepriceofthesaleofthemysicnlproductarﬁthepriceoflifting
trehed;ecoimide,arﬂvhemthegairsorlossesmaemn(etamtctally
offsetbyﬁxelossesorgainsmﬂmeoﬂmermrket.vmenmisfailstohappm
and both prices do not coincide, the hedging operation can result in losses,
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Table III.1

DELIVERIESON’IHEED(CHANGEAGAINST(X)Q)AWIRACI‘S
BY PORT OF ENTRY AND COUNTRY OF ORIGIN
1987
(Number of contracts)

FORT MAR. MAY JUL. SEFPT. DEC. TOTAL
NEW YORK

Arribo 1/ 87 60 105 40 1080 1372
Hispaniola 2/ —_ — - 17 - 17
Honduras - 2 15 1 - 18
Subtotal 87 62 120 58 1080 1407
DETAWARE RIVER

Arribo 1/ 74 221 289 60 563 1207
Indonesia — 2 2 -_— - 4
Ivory Coast _— - _— - 15 15
Honduras -_— — 2 -— —_— 2
Mexico — - -— —_— 3 3
Subtotal 74 223 293 60 581 1231
HAMPTON ROADS

Arribo 1/ 85 87 203 32 4 411
Honduras -_ - 9 3 - 12
Ivory Coast - - -_ 121 16 137
Malaysia _— - — 33 210 243
Subtotal 85 87 212 189 230 803
TOTAL 246 372 625 307 1891 3441

SOURCE: Coffee, Sugar and Cocoa Exchange, Inc.
1/ Ecuador.
2/ Daminican Republic.
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Table III.2

MIVERIFSW'HIEED(GIANGEAGAM'D{ECDPFEE"C"MRACT
BY PORT OF ENTRY AND COUNTRY OF ORIGIN
1987
(Number of contracts)

PORT MAR. . MAY JUL. = SEPT. DEC. TOTAL
NEW YORK

Colambia 6 11 291 41 1 350
Costa Rica 125 157 38 8 8 336
Dominican Republic 10 4 _ 18 14 46
Ecuador 32 4 — 44 24 115
El Salvador 73 44 1 -— 37 155
Ethiopia 133 . 84 494 560 661 1932
Guatemala 402 280 270 53 56 1061
Honduras 133 145 381 895 814 2368
India 21 2 _— 25 17 65
Mexico 383 188 342 1179 139 2231
New Guinea 5 9 —-— - - 14
Peru 7 19 2 54 69 151
Venezuela 23 5 9 — — 37
Subtotal 1353 952 1828 2888 1840 8861
NEW ORLEANS

Colambia 11 6 5 1 —_— 23
Costa Rica 16 30 9 -— - 55
Ecuador 20 8 -— 36 36 100
El Salvador 9 4 — — -— 13
Ethiopia 2 9 7 - 2 20
Guatemala 217 243 177 34 71 742
Honduras 34 39 68 249 211 601
Mexico 436 231 362 1011 169 2209
New Guinea 4 2 _— -— —_— 6
Peru 6 — 1 11 12 30
Venezuela 7 5 -— -— -_— 12
Subtotal 762 577 629 1342 501 3811
TOTAL 2115 1529 2457 4230 2341 12672

SCURCE: Coffee, Sugar and Cocoa Exchange, Inc.



43

Table III.3

DELIVERTES ON THE EXCHANGE AGAINST THE SUGAR N® 11
CONTRACT BY OOUNTRY OF ORIGIN
1987
(Number of contracts)

JAN. MAR. MAY  JUL. SEPT. OCT. TOTAL
Argentina - 733 6 2 24 4 769
Costa Rica - 83 - - - - 83
Daminican Republic - 181 20 - - 100 131
El Salvador - - - — - - -
Guatemala - 1279 10 191 - 547 2027
Honduras - 398 36 -3 - 100 537
Mexico —_ 434 - 151 - - 585
Thailand - 1941 - - - - 1941
TOTAL — 5049 72 347 24 751 | 6243

SOURCE: Ooffee,' Sugar and Cocoa Excharnge, Inc

hitweslmldaddfhatttmeamgenemllysmallincmparisonwiﬁlthe
greater risks from pronounced market fluctuations and the consequent losses,
if hedging is not used.

If an exporter could close a sale of his physical product for delivery in
the following months when he thinks the price might fall in the future, then
he would not need to hedge. However, he normally has to wait some time to be
able to sell his product on favourable terms. It is recammendable that during
the waiting period he reduce or avoid the risk of a decline in prices. In that
way, in most cases, hedgmglsdcnebyusmafutumcontractasatatpomry
substitute for a contract to sell.

The traders, as the enterprises that trade basic products on a world
level are called, are the biggest hedgers. They buy physicals and sell futures
contracts at closely related prices, since both markets normally quote very
similar prices for the different positions.

b) Executable orders (E.O.)

A coffee, sugar or cocoa exporter can sell his product at a fixed price
or can fix the price later. If he thinks the price will drop, he takes the
first option, hrtifhethimcsitwillrise,lewillpreferto fix the price
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later. To do so, he will use a formula, for example, the average price of the
first position for the Coffee "C" Contract during the fortnight prior to the
nmthofshipte:m.}bmver,ﬂwa:portercamntevenattatpttomﬂuernemis
average by using this formula. Through executable orders, the exporter who
knows the Exchange well and follows it closely, can significantly improve the
pricehewillobtajnforhiscoffee, sugar or cocoa.

'mrmghtheE.O.theexporteragmeswithﬂ)emyertlatﬂ)esaleprice
of the physical product will be fixed on the Exchange, against a specific
futures position; the sale price will be the average futures sale price.

The exporter contacts a cammission house, or the same trader who bought
the physicals, to begin to fix the export price, either by individual lot or
by the mmber of lots he wishes, till he reaches the total sale. The
cmmissimhmseortraderﬂxenexemtameorderonthemd]angemitswn
account. The date for beginning to fix prices is generally from the moment the
contract is closed and the expiration date is normally the last day of trading
on the Exchange of the related futures position.

'Iheexporteragreasmththeb.lyeronthequarrtltyoflotstobesold
the month of shipment (which should coincide with the position on the
Exchange, 1fapremmmordlsoamtmrelatlmtofub.mpnosmtobehad)
andvmenﬂleprocassoffixirgthepricewillbeginarderﬁ.

The futures position on the Exchange which will be used to fix the prices
ofﬂxephysicalsstmldcorresporﬂtotheperiodofshipnent. If this is not
ﬂwecase,thepartiesshandagreecnvmethertoadopttheprevimsor
following position (usually the closer one). Depending on the situation of the
maxket,thepartiesslnﬂdalsoagreempranimnsordiscamts,ta]dmmm
consideration the price difference between the futures position chosen and the
month of shipment.

‘meadvantagefortheexporteristhathemnfixthepriceofthe
;mysiczlsvmeneverhesodesizes,dlmingtheagreedﬂmperiod.A
djsadvantageisﬂathehastopayacannissim,mimismthighinmlatim
tothetotalvalueofﬂmeexports,arddepositmxgirsifmeopenpositim
shows a loss on paper, if he uses the services of a comission house.
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2. Analysis of the futures market

There are two ways of looking at market analysis: the fundamental perspective,
based on the theory that the price of a product represents the point of
equilibrium between the demand and supply of a product, although it is knows
that the market price does not always reflect the conditions of supply and
demand; and the technical perspective, based on the presupposition that the
actual prices can be predicted from an analysis of the historical movement of
prices and the present activity of the market.

a) Analysis of the fundamental factors

The buyer or seller who uses the basic analysis sees the actual price of
coffee, sugar or cocoa as the result of an interaction of supply and potential
demand. The trader of the fundamentals believes that knowing the behaviour of
the factors of supply and demand will help predict how they might vary and how
they will therefore influence the price of the product. These factors are
incorporated into an economic model or group of mathematical formulas that
explain how they interact to influence prices.

Market analysis based on fundamental factors can include the long, medium
and short term. In the analysis, "long term" in the CSCE is 18 months,
depending on the last futures position quoted on the Exchange. Any analysis
for a period of three or five years would be useless since no action in the
market could be taken through the Exchange. "Medium term" refers to a period
of four to six months, and "short term" to the immediate situation which
includes the next few weeks.

The fundamental factors can be divided into two groups: endogenous and
exogenous. Endogenous refers to factors directly related to the supply and
demand of coffee, sugar or cocoa, while the exogenous factors are those that
affect these products indirectly.

Exogenous factors

The situation of the world economy in general, but particularly the
situation of the main importers, is one of the exogenous factors that should
be taken into account in a fundamental analysis, since it will have an
important effect on sugar consumption and therefore, on the demand for sugar
imports.
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Another exogenous factor is the monetary situation of the main
industrialized countries, particularly the United States, because it will
affectmtmlydauestlcconsmptlm,hrtalsomepncasquotedmmem
York Exchange and other exchanges, since world prices of coffee, sugar and
cocoa are based on U.S. dollars.

The situation of other raw materials can also indirectly affect the
prices of coffee, sugar and cocoa. A sudden rise in these markets, for
example, could originate a similar situation in ancther product market, which
vmldcttmsemthavehadareasontoexpectanseofthatnamre
FiequentlyasﬁdenlyrlsemﬂleducagoexdmrqesmllcausetheNewYork
mdnn;etonse.'nuscanbeattnbrtedto,mnmgomerﬂun;s,ﬂ]efact
that funds were transferred to other product exchanges.

Iftheprioesoncertaine)«:hangessudderﬂydrop, even on the Stock
Exchange, itcanalsobefeltonotherexdlangs', since the speculators who

are "long" on the exchanges that are in declive are cbliged to operate with
higher margins and that could lead them to liquidate positions they have in
othermaﬂcetstodotamcashtoooverthosenmglm

Another exogenous factor is the political and military situation in the
world or in some specific zone. In times of war or conflict, industrial
casmezstexﬂtostomlargestodcsofnerdnrdise,'amthispmtomy
cancauseasuidenriseinthepriwsforbasicpxnducts.,mﬂuesamway,the
measures taken by governments, prohibiting the entrance of certain products,
can also cause readjustments in the situation of supply and demand, and
motivate sudden price changes.

Endogenous factors

These factors should be analyzed fram the viewpoint of long-, medium-
and short-term perspectives. These perspectives can frequently differ
substantially. Prices can rise over the long term and decline in the medium
and short term.

In long-term analysis, the most important factors are those that affect
production and consumption. Production should be analyzed on the basis of:
projections of areas sown; new production centres; limits on the quotas
included in the Agreement, which can lead to a reduction in the future
production of the member exporter ocountries (in the case of coffee);
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government measures in the main exporter and importer countries. In general,
any factor that could directly or indirectly influence the production of
coffee, sugar or cocoa. A similar analysis can be done country by country, or
on a glabal basis.

For consumption or demand, factors slmldbeanalyzedsuchasthepattern

or scheme of consumption, both direct and indirect, eating habits, population
growth, price and incoame elasticities, substitutes, government measures, etc.
' Data on production and consumption and the ending inventories from the
previous campaign will give an idea of the situation of supply and demand.
After the surplus or deficit has been determined, the situation can be
canpared to previous years to see if the year under study is a normal year or
not. If supply is analyzed on a country by country basis, the limits of export
quotas which can be imposed on exporting countries who are members of the
Agreement (for coffee) will have to be taken into account. As in the preceding
case, the price level will influence the level of quotas, and the solution
will be to work with two alternative hypotheses regarding quotas.

Another element that should be studied is the trend of the historical
price and the prices prevailing at the moment of the analysis, both in real
and actual or naminal terms.

The result of the analysis of the so~called fundamental factors will give
us a hypothetical situation of supply and demand; but it will never say what
price level correspords to the mentioned situation of supply and demand. The
analysis will indicate if prices are susceptible to rise or fall, but never by
how much. ,

Once the long-term analysis is completed, the medium-term analysis will
call for a study of the specific situation of the main markets, whence a need
for information about them. It will be a question of calculating the needs for
the next three or four months, taking into consideration various factors like
th- possible effects of seasonal consumption, weather conditions in the main
producing countries which might be harvesting at that time, any news of
disease in the coffee, cane or cocoa of those countries, inventory levels in
the main importing ocountries, and the potential supply from exporting
countries. In general, in medium-term analysis, the most important factors are
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those related to the time of year being analyzed, and the influence of the
long-term situation previously studied.

In short-term analysis, the most important question to be analyzed is
that of the pressures of demand and the conditions of supply in the market,
both in general amd for specific countries. An attempt should be made to
foresee possible actions by buyers and sellers in the market, on the basis of
information about their prior behaviour. It must be remembered that the price
movements incneorafewdaysarebasic_:allydete.minedbythekindofnews
the market receives, and therefore, it is recammended that an attempt be made
to predict market news day-by-day. In long-term analysis, events from one day
to the next have little value, since in one way or another they will all be
included in both parts of the production—-consumption equation. However, in
short-term analysis, daily events should be followed and carefully analyzed
from the mament they happen, particularly in the case of news that can affect
in one way orarbtherthe'ecommy of the product being analyzed.

Tables III.4 to III.6 give the world balances of coffee, sugar and cocoa,
whiduaresaneoftheinstanentsusedinﬁnﬂamentalanalysis.

b) Technical analysis

Technical analysis refers to the study of the historical behaviour of the
market through the use of fiqures, in order to predict future price trends.

It is based on three basic premises:

- the action of the market discounts everything;

- prices follow trends, and;

- history always repeats itself.

The main information needed for a technical analysis are: prices, volume
arxicpenpositiaxs. Technical analysts do not deny that the fundamental
factors determine future prices, but they doubt the possibility of foreseeing
price movements. 'nxeyaxgtlettxatﬂxe'mofﬂxehjstorimlpricashave
imozporatedmtmlytheﬁnﬂmnentalfacboxsﬂntmakeupﬂwseprics,hm
also the human and subjective reaction to those factors.

We should emphasize that the fact that many people follow the analysis of
ﬂxefigtmvmenﬂleyopemtemﬂxefxdnngemngiverisetoaﬁuntimin
which what the figure indicates becomes reality.
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Table III.4

WORLD BAIANCE OF COFFEE
1979/80 - 1988/89
(1 000 60-Kg sacks)

HARVEST INITIAL PRODUC IMPORTS TOTAL CONSUMP EXPORTS FINAL
YEAR STOCKS TION SUPPLY TION STOCKS
1979/80 25.059 81.703 653 107.415 19.948 61.950 25.517
1980/81 25.517 86.143 675 112.335 20.468 59.854 32.013
1981/82 32.013 98.203 755 130.971 21.063 65,390 44.518
1982/83 44.518 81.926 733 127.177 20.647 65.118 41.412
1983/84 41.412 88.603 606 130.621 21.089 68.157 41.375
1984/85 41.375 90.266 456 132.097 23.015 72.000 37.082
1985/86 37.082 95.232 387 132.701 21.349 69.568 41.784
1986/87 41.784 79.337 265 121.386 22.219 66.300 32.867
1987/88 32.867 103.527 346 136.740 23.756 67.231 45.753
1988/89 45.753 93.160 315 139.228 24.799 68.105 46.324

SOURCE: Unites States, Department of Agriculture, World Coffee Situation,
Foreign Agricultural Service (FAS), June, 1988.

Table III.5

WORLD BALANCE OF SUGAR
1979/80 - 1988/89
(1 000 metric tons)

HARVEST INITIAL PRODUC IMPORTS TOTAL QONSUMP EXPORTS FINAL

YEAR STOCKS TION SUPPLY TION STOCKS
1979/80 31.651 85.101 28.565 145.317 90.124 29.295 25.898
1980/81 25.898 88.726 28.980 143.604 89.805 28.216 25.583
1981/82 25.583 100.917 31.124 157.624 92.254 32.115 33.255
1982/83 33.255 100.593 29.165 163.013 94.394 29.894 38.725
1983/84 38.725 97.996 29.135 165.856 96.292 30.046 39.518
1984/85 39.518 100.428 28.381 168.327 98.853 29.970 39.504
1985/86 39.504 98.711 28.442 166.657 100.505 29.285 36.867
1986,/87 36.867 104.556 27.851 169.274 105.128 29.058 35.088
1987/88 35.088 104.841 27.773 167.702 106.626 28.331 32.745
1988/89 32.745 108.511 27.697 168.953 108.313 28.012 32.628

SOURCE: F.O. Licht, International Sugar Report, August 1988.
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Table III.6

WORLD BALANCE OF COCOA
1979/80 ~ 1988/89
(1 000 metric tons)

HARVEST INITIAL PRODUC TOTAL CONSUMP FINAL
YEAR STOCKS TION SUPPLY TION STOCKS
1978/79 238 1.453 1.987 1.123 123
1979/80 272 1.651 1.923 1.488 435
1980/81 435 1.677 2.112 1.592 520
1981/82 520 1.720 2.240 1.600 640
1982/83 640 1.530 2.170 1.620 550
1983/84 550 1.530 2.080 1.720 360
1984/85 360 1.974 2.307 1.799 508
1985/86 508 1.953 2.461 1.835 626
1986/87 626 1.945 2.571 1.884 687
1987/88 687 2.040 2.727 1.925 802

SOURCE: Unites States, Department of Agriculture, World Cocoa Situation,
Foreign Agricultural Service (FAS), March 1988.

That is why those who decide their action in the market on the basis of
the analysis of the basic factorsst\xiythefigumwhenﬂxeyanalyzethe
market. Awidespxeadpracticeistodeterminethemarkettrerﬂbyanalyzing
the basic factors, and once that trend has been determined, to choose the
opportane moment to enter the- market -with the help of an -analysis of the
figure. Thus both forms of analysis are camplementary and not mutually
exclusive. ,

Figures III.1 to III.3 give some of the graphs used in technical
analysis.

3. f the i [o) ission and

Asmntiaredabave,ﬂ:ecmmissimtn:seéammaﬂ:ersofﬂ)ecsczardopemte
forﬂ:izdpartiesmitwittmttakirgtheirampositias.'meyhxyarﬂsell
coffee, sugar and cocoa for their clients. Other members of the Exchange, on
the contrary, such as traders and floor speculators operate both for their
clients and on their own account. |
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'melowerpartstmsthemlativestrelgthirdex, calculated by the
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period, 9 days in this example, showing situations of excess buying
above 70% and excess selling below 30%




Usually the clients of a commission house are speculators who have no
access to the Exchange except through a member, and since the speculative
elenaminmxyexdnrqeismtgivesﬂuiditytoﬂleopemtiasofpmdwers,
e)morte:samirmstrialists,thecamissimhwsespxuvidethispartbyﬂleir
intermediation.

The commission houses are specialists in trying to achieve the best
possible execution of a purchase/sell transaction on the floor of the
exchange, either to fix prices or cover themselves, which can be to the
advantage of exporters.

Likewise, those houses protect the anonymity of their clients in the
CSCE, midlallmrsexportersvmodorbtwantittobehmnthattheyam
operatirgmﬂlemwgetoselleasﬂywiﬂmtoﬁxercmpetﬁmgcamtrisam
traders becaming aware of the fact. That is why traders also use comission
houses. ’

They provide consulting services and information about the coffee, sugar
aMcocoamﬁ:etstoﬂxeircliems.meygiveﬂxeiropinimahaxtﬂ)epmsem
and future trends of coffee, sugar and cocoa prices on the basis of their
analyses and studies of the fundamental and technical market factors. Their
technical studies, based on figures and camputerized statistical analyses,
make it possible to determine at certain times market prices. They daily
exporters, buyers, speculators, et al., by telex, fax or telephone.

'mecannissimhmsasmnalsoassistﬂxeapozterinobtaining
finamirgforhiscperatimmﬂmemdarge.'melargerm:sesarecapableof
providing the necessary credit themselves.

The commission house is indifferent to the prices on the market since
they do not have their own positions. They are mainly interested in giving the
bastsexvioepossibletotheirclientstohe]pthemcanyouttheir
opemtiasinﬂxebestpwsihlewaytomlfiutheirobjectivesofspeanatim\
or hedging. The commission house’s econamic interest lies in having their
cliemssatjsﬁedwithﬂ:eirservicesoﬂ:eycaminntouseﬂ:eagercyinﬂe
future.

These houses charge a commission for their services, negotiable
according to the client and/or agency, for each contract they buy or sell. The
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comnission, which does not depend on the price levels of the coffee, sugar and
cocoa, represents less than 3%, in the worst of cases, of the value of the
export.

On the other hand, traders are members of the CSCE, like commission
houses. 'meoretlmllytheyofferthesameservmesmthebcdxaxge with the
advantageofmtdnzgngcaunlssmrsordanardlrgdeposltsofmargmsvmen
they fix prices for executable orders for coffee, sugar or cocoa that the
exporter sold to them. It should be remembered that they do take their own
positions in the Exchange. Therefore, if the exporting country does not want
itsentryintothe(BCEorthevohmeitispmtectingtobehmn,thenit
should use the services of the camission house.

4. ternatives and isi: for ici i
. in _the Exchange

The countries of lLatin America and the Caribbean can participate in the
Exchange in two ways:

a) through a comission house or trader perhaps the more simple one, and:

b) directly.

We have already commented on the first alternative. The anly decision
herelsthecholoebetweenacannsmmhwseortmder Elthercanbeused
1rdlscrm.mately for hedgmg, because the countries will have to pay a
ca!m1s51mfcrtheservwe£oftlmetxmsesaswellasthedep051tsard
margins they will have to cover in the CSCE. If the countries are going to
sell coffee, sugar or cocoa through executable orders, a trader would be more
useful, since no cammission would have to be paid, unless the operation was to
be kept a secret, in which case a camnission house would be used. Only a very
important producing country of a given product should operate in secret, for
example, Brazil or Colambia for coffee and Cuba for sugar, and only at certain
times.

Altermative b) would imply that the goverrment or an association of
producers of one of the countries of Latin America and the Caribbean become a
member of the CSCE. They could do so directly or create a commercial
enterprise to do so.
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A membership in the CSCE costs around US$ 60 000 and, as we said in
Chapter I, in order to be accepted, one has to show proven assets of US$
25 000 and, more importantly, be recamended by two present members. That
neansﬂntﬂueagercyorgovennnemmatwantstobeanenberofmemm
have the confidence of the trade commmnity (in coffee, sugar or cocoa) of New
York.Addedcostsamtmseofmintainj:ganofﬁceinNewYoﬁc, which could
be very small, and conmnications costs.

Same of the advantages and requirements for the different alternatives:

USE SERVICES OF BE A MEMBER
ission Trader of the CSCE
House - House

Office installation
and maintenance NO NO YES
Cammmnications costs NO NO YES
Commissions:
Hedges YES YES NO
Executable orders YES NO NO
Margins deposits
initial and additional:
Hedges YES YES YES
Executable orders , NO NO NO
Ancnymity YES NO YES
Good execution of
orders on the Exchange YES YES YES
Participation in decision '
making in the CSCE NO NO YES

Werecmna;dusingthesexvicsofatraderforaaeaxtableorders, a
cumjsimlnxseforhai;irg,arﬂnaxberslﬁpauyforacamtzyﬂxatexporm
substantial quantities of coffee, sugar or cocoa, because of the cost implied
in opening an office in New York, and the need to have persamnel with very
specialized knowledge of the Exchange for a good execution of sell orders.
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WealreadymerrtionedindnpterIIthedegreeofparticipatiminthe@CEof
the countries of Iatin America and the Carilbean and the reasons why it is so
small. In this section we will analyze the barriers to that participation
within the workings of the CSCE.

In reality, the New York Coffee, Sugar and Cocoa Exchange places no
barriers to the participation of the countries of Iatin America and the
Caribbean.

The rules of the CSCE open the possibility that the countries of the
region participate as ménbers, like the campanies that trade and use coffee,
sugar and cocoa. Nevertheless, as we camented in Chapter I of this study, the
participation of our countries is practically non-existent.

Such participation would be important since it implies taking part in
decision-making within the CSCE. It would be particularly important to be able
to have mfluenceregaxdmg the quality of the product, since, as we have
already said, a good part of our exports receive discounted prices because
they do not meet the quality demanded by the rules of the CSCE. Influence
could also be had on other conditions advantageous for exporters such as
shipments, sampling methods, and contracts for some by-products, among others

The barriers to participation by the countries of the region in the CSCE
came from the characteristics of those countries. First, financial aspects,
si:nehxyh’gmﬂmahrtajnh-gamaﬂoezshipdaarﬂsagooddealofmxey. The
price of a camplete membership in mid-1988 was around US$ 60 000, which is not
high in relation to revemes fram coffee, sugar and cocoa exports. An added
cost would be an office in New York, which would also serve for following
prices on the Exchange minute-by-minute, or for frequent visits to that city.

Other abstacles are the following. |

a) Little or no knowledge of futures markets. To solve this, seminars
could be held in the countries, organized by ECIAC together with certain
agencies of each country, both producer and exporter associations and State
enterprises. The participants of these seminars should be executives and
public officials directly related with the export of coffee, sugar and cocoa.



Im:ematimalseninaxsmthisthenecundalsobeccnsidered, at ECIAC
headquarters or in ane of the countries of Iatin America and the Caribbean,
inviting people fram the whole area.

b) The physical distance of some of the countries of Iatin America and
the Caribbean. This refers to the distance between most of the countries of
the area, especially in South America, and New York, which makes it impossible
to frequently visit that city in order to be in the Exchange and see traders
and commission houses. Travel costs are not high in comparison with the
benefits of visiting the Exchange. Therefore we recammend that the countries
of Latin America and the Caribbean send people to New York to familiarize
themselves with its functioning and thus increase their participation.

C) A lack of commmnications infrastructure. We might think that in these
timstlﬁsvmldmlmgerbeanobstacletoparticipati:ginthebodmarqe.
However, in many of our countries commmications are not efficient encugh to
continuously and expeditiously cammnicate with New York, to transmit sell or
buy orders to a camission house or trader in a matter of minutes or seconds.
The delay in establishing cammmications between New York and some countries
at certain times prevents same of our countries from participating in the New
York Exchange.

d) Strong links with habitual buyers. Same of the area’s exporters have
sold their coffee, sugar or cocoa to the same buyers for years, making it
difficult for them to want to change and sell their products on the New York
Exchange. In that case, the above-mentioned seminars would help exporters come
to know the different sales options involved in using the Exchange or not.

e) Dependence on traditional sales systems. This point is close to the
one above, for if a sales system has been used for many years, the people or
enterprises who use it do not want to change it for other systems that are
unknown to them. Once again, the seminars could be a means for changing to new
sales systems which would allow them to dbtain better prices for their coffee,
sugar and cocoa. '
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The countries of Latin America and the Caribbean that export coffee, sugar and
cocoa should directly or indirectly use the quotations of the New York Coffee,
Sugar and Cocoa Exchange.

If they want to sell their product at a fixed price, either because they
think the intermational price will drop, or because the domestic laws of some
countries demand that a price be declared before a product can physically
leave the country and they cannot directly use the Exchange, they will have to
use the quotations on the CSCE to settle a price with the buyer (the prices,
moreover, from which the trader will use the Exchange to protect himself).

If the exporter does not find a buyer who wishes to pay a fixed price,
then he will have to recur to the Exchange to hedge; that is, use the
Exchange directly.

We already examined the advantages of doing this, but it is worthwhile
emphasizing that by having the production/export protected on the Exchange,
that is, having a sure price fixed, the coffee, sugar or cocoa grower can
easily find financing at better terms for his harvest or inventories. Also,
the producer can better plan his productive and sales activities if he knows
what his revemues will be. v

If the exporter wants to fix the price of his production/export in the
future, either because he thinks the price might rise or because he does not
want to run the risk of taking a wrong decision at this time, then he can use
a formula based on prices from a determinate period, for example, the 15/30-
day average of the month prior to shipment, indirectly using the CSCE, since
the average will have to taken from the closing price of a determinate
position (related to the shipment month) or be calculated on the spot price in
the case of sugar.l2/

Or he can use the Exchange to fix the price for his export by using
executable orders, and by following the evolution of the market, abtain
better prices for his export. o o

Our producers should use the New York Coffee, Sugar and Cocoa Exchange
constantly and directly, since by so doing they can obtain the best prices for
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their products. They should not continue with the traditional sales methods
vwhich do not use the Exchange directly, since those methods campletely depend
on the development of world prices. It should also be remembered that if a
country exports coffee, sugar or cocoa at good prices, that fact in itself has
a positive influence on the market and benefits the rest of the exporting
countries.

We present two examples of direct use of the New York Exchange, the first
a hedging operation and the second an operation of executable orders:

EXAMPIE OF COVERAGE THROUGH FUTURES
Objective: Fix a high price for a projected sale of physicals (coffee, sugar
or cocoa) through selling futures.

Presupposition: That the price of the physicals will drop. If that happens,
more incame will be obtained.

QONSEQUENCES
a) The market rose, contrary to expectations.

Result: There was a loss with futures.
There was a gain with physicals.

Since there was coverage, the net price of the purchase that had been
fixed as the dbjective was achieved.

(In U.S. cents per pound)
Date + Physicals + Futures +
+ +  (oct. ’89) +
April 7 + 11.93 + 12.18 + Futures sold
+ + +
Oct. 1 + 15.00 + 15.00 + Futures
physicals sold

Sale price of physicals: 15.00

Sale price of futures: 12.18
Purchase price of futures: 15.00
Cost of futures operation

(camissions) : 0.15

Balance on the futures
operation: =2.67 =2.67
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Net sale price: 12.33

b) The market dropped, as expected.

Result: There was a loss with the physicals.
There was a gain with futures.

The dbjective fixing the price was achieved.

(In U.S. cents per pound)
Date + Physicals + Futures +
o+ +  (Oct. ’89) +
April 7 + _ 11.39 + 12.18 +  Futures sold
+ + +
oOct. 1 + 9.00 + 9.00 + Futures bought/
Physicals sold
Sale price of physicals: 9.00
Sale price of futures: 12.18
Purchase price of futures: 9.00
Cost of futures operation
(comissions) : 0.15
Balance on the futures
operation: +3.33 +3.33
Net sale price: 12.33

EXAMPIE OF FIXING PRICES THROUGH EXECUTABLE ORDERS
Objective: Establish, at the moment of selling the physical coffee, sugar or
cocoa, partial or total executions of the physical sale and the date of
shipment, to take advantage of price rises.
Presupposition: That the price of the physicals will rise, and therefore the
futures price will also. If that happens, a better sale will be achieved.

CONSEQUENCES
a) 'memrketrose,ase:@ected.

Result:'mefub.n'aspricewas fixed through executable orders. There was a
gain with physicals as a result oftlﬁsoperatim.
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(In U.S. cents per pound)
Date + Physicals + Futures +
+ +  (Oct. ’89) +
April 7 + 11.93 + 12.18 + Physicals sold/
+ + + price not fixed
+ + +
+ + +
From + + +
Apr. 7 to + + +
oct. 1+ +  14.00 +  Futures sold/
+ + + price fixed
+ + ‘ +
oct. 1 + 15.00 + 15.00 + Physicals price
+ + + - shipment date
Sale price of physicals: 12.18
Average sale price of futures: +14.00
Cost of operation with executable orders
(If a comnission house is used): - 0.0005
Result of fixing futures prices: + 1.8195
Net sale price: 13.9995

b) The market dropped, contrary to expectations.
Result: The futures price was fixed.
operation.

The price fixed was lower than the market
were sold.

U.S.
Date + Physicals +  Futures
+ _ + (Oct. ’89)
April 7 +  11.93 +  12.18
+ +
+ +
From + +
Apr. 7 to + +
Oct. 1 + + 11.00
+ + .
+ + v
Oct. 1+ 9.00 + 9.00
+ +

There was a loss with the physicals as a result of this

price the day the physicals

-

++H+ b+ttt 44

Futures sold/
price not fixed

bFu't:m:es sold/
. price fixed -

shipment date
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Sale price of physicals: 12.18

Average sale price of futures: +11.00
Cost of operation with executable orders

(If a commission house is used): - 0.0005
Result of fixing futures prices: - 1.1805

Net sale price: 10.9995



IV. QUESTIONS RAISED BY THE LATIN AMERICAN AND CARIBEEAN COUNTRIES
ABOUT THE APPROPRIATE USE OF THE EXCHANGE

1. Representativeness of prices

Prices forthebasicproducts-tradedmtherbachatgedepe:ﬁmthe
expectatiasabaltﬂ:efumxecwxseofevemsumataffectmpplyarﬁdatard
of the product being traded, coffee, sugar and cocoa in this case.

myelsardsellersbasetheirexpectatimsmnarketnars,whidxina
broadardveryorganizedmrketlikethem,terdstobeexact, timely and
appropriate. The market discounts all available information and tries to
foresee the future course of events offered by the world market for coffee,
sugarorcocoa,inordertoestablishﬂweequﬂibrimpointofthefu&zm
market.

For example, a firm or agency might emit an estimate of world production
for the coming year of an excess of 500 000 metric tons of cocoa over
consumption. The prices of the Cocoa Contract on the CSCE might not move at
all, because that factorhadalreadybeendisoamtedowingtoinfozmtim
hmnfranﬂnminpmdmmgardmnsmnjngcami%,soﬂatmenﬂleﬁgum
ofﬂxeestiﬁatefirallycammtitprodmedmsnpriseinﬂ:eb:dnrgesﬁne
it had already been taken into account. It is even possible that a high
production figure make prices rise, if an even higher figure had been

WeanalyzehemnhemerormttheprioasmtheCSCEamrepmsentative
of the conditions of supply and demand of coffee, sugar and cocoa. The
analysis considers the period between 1969/1970 and 1987/1988.

In the case of cocoa, prices evolved very muach in relation to the
behaviour of supply and demand.

The decline in prices over the last four years was due to increased
production. The 1987/1988 harvest was the largest in history. The high prices
of1983arﬂ1984ptwidedimentivesforu1isincreaseinproductim.

The International Cocoa Agreement, which took effect in Jamuary 1987, was
mlabletoinﬂuaweprimsbemuseofﬂreahnﬂantsxpplyaniﬂremr
participation of the main consumer country, the United States.
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By observing changes in world inventories in relation to prices on the
CSCE, we see that when inventories diminish prices rise and vice-versa, when
invertories increase they drive prices down. (See Table IV. 1).

'Iheriseinpricesoverthelastﬁxreeyearsisdmtothestmng
increase in consumption, a lower increase of production and the consequent
decline in ending inventories.

The percentage of ending inventories over consumption is an index that
has a direct effect on sugar prices. For example, in 1984/1985 the price was
4.19 cents (the second lowest average in nominal terms in the period under
study), and ending inventories represented 40% of that year’s consunption, one
of the highest indexes of the period. The highest prices, 29.60 cents,
correspond to the period of the lowest inventories, 21% in 1973/1974. (See
Table IV.2).

Coffee prices, unlike cocoa and sugar, do not seem to reflect the
fundamental factors in certain years, because supply was artificially kept
down by the action of the Intermational Agreement. This is observable
especially in the last three years. In 1985/1986, inventories increased and
prices rose at the same time; in 1986/1987, irnventories were reduced by almost
9 million sacks and the price dropped instead of rising; and in 1987/1988,
inventories increased by nearly 13 million sacks and the price rises (till
July 1988).

It should be mentioned that the world coffee market is very mach
influenced by the International Agreement, which has a mechanism of import
quotas adjusted quarterly, trying to keep prices in the US$ 1.20 to US$ 1.40
per pound range. When prices fall below this band, export quotas are reduced,
and when they rise above it, the quotas might be suspended, leaving exports
free. The effectiveness of the Agreement can be seen in the figures for this
last year when the highest production in history was recorded and prices rose.
Likewise, Brazil’s importance in the world coffee market should be
highlighted, since it normally produces a third of the total world production.
For this reason, any event that affects its harvest, mainly weather
canditions, has a strong repercussion an world prices. (See Table Iv.3).
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Table IV.1

COQDA: SUPPLY, DEMAND, CHANGE IN INVENTCRIES AND PRICES
1969/1970 - 1987/1988
(Thousands of metric tons)

YEARS 1/ -NET MILLING CHANGE IN PRICES
PRODUCTION 2/ INVENTORIES CSCE 3/
(US$ per M.T.)

1969/70 1.409 1.354 55 655
1970/71 1.478 1.399 79 524
1971/72 1.556 1.536 20 633
1972/73 1.392 1.583 =191 1.111
1973/74 1.443 1.512 -69 1.637
1974/75 1.527 1.452 75 1.239
1975/76 1.496 1.523 ~27 2.078
1976/77 1.333 1.438 -105 3.792
1977/78 1.497 1.394 103 3.362
1978/79 1.491 1.457 34 3.181
1979/80 1.651 1.489 162 2.502
1980/81 1.677 1.598 79 1.979
1981/82 1.720 1.593 127 1.640
1982/83 1.530 1.627 =97 2.030
1983/84 1.530 1.735 -205 2.342
1984/85 1.947 1.829 118 2.172
1985/86 1.928 1.841 87 1.967
1986/87 1.973 1.889 84 1.917
1987/88 2.122 1.971 151 1.571 4/

SOURCE: Elaborated from figures from the United States Department of
Agriculture and Gill & Duffus.
1/ Harvest October-September.
2/ Includes a 1% deduction for weight loss.
3/ Average closing price for the first three positions from 1970 to 1988.
4/ Average for Jamuary/September 1988.



SUGAR: SUFPLY, DEMAND, CHANGE IN INVENTORIES AND PRICES
1969/1970 - 1987/1988
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Table IV.2

(Thousands of metric tons corrected volume)

YEARS 1/ PRODUCTION CONSUMPTION  CHANGE IN ENDING PRICES
INVENTORTES INVEN. CSCE 2/

1969/70 72.981 70.590 1.967 29.92 3.75
1970/71 71.030 72.760 -2.373 25.77 4.52
1971/72 72.176 74.333 -1.861 22.72 7.41
1972/73 75.688 75.863 =839 21.48 9.59
1973/74 78.922 78.859 ~245 20.73 29.60
1974/75 78.268 76.375 1.347 23.38 20.49
1975/76 81.578 78.797 2.984 26.30 11.60
1976/77 86.714 81.338 4.394 30.88 8.11
1977/78 91.246 85.127 5.549 35.83 7.81
1978/79 91.010 89.334 1.051 35.43 9.87
1979/80 85.101 90.124 =5.753 28.74 29.01
1980/81 88.726 89.805 =315 28.49 16.93
1981/82 100.917 92.254 7.672 36.05 8.55
1982/83 100.593 94.394 5.470 41.02 8.50
1983/84 97.996 96.292 793 41.04 5.18
1984/85 100.248 98.853 -14 39.96 4.19
1985/86 98.711 100.505 -2.637 36.68 6.07
1986/87 104.556 105.128 ~1.779 33.38 6.71
1987/88 104.841 106.626 -2.343 30.71 10.06 3/

SOURCE: Elaborated fram figures fram F.O.

2/ Average spot price fram 1970 to 1988.
3/ Average from Jamuary-November 1988.

Licht and the Group of Iatin
American and the Caribbean Sugar Exporting Countries- {GEPIAGEA)

_/HaxvestSeptenber—August



Table IV.3

COFFEE: SUPPLY, DEMAND, CHANGE IN INVENTORIES AND PRICES
1969/1970 - 1987/1988
(Thousands of 60 kgs sacks)

YEARS 1/ PRODUCT. DOMESTIC TOTAL CHANGE IN ENDING  PRICES
CONSUMP. EXFORTS INVENT. INVENT.$ CSCE 2/
CONSUMP. (cents p.1b)

1969/70 69.603 18.932 55.276 -4.218 88.32 52.01
1970/71 59.390 19.410 51.880 -11.414 75.92 44.99
1971/72 73.292 19.096 58.388 =3.714 65.06 50.33
1972/73 77.249 17.484 61.428 ~1.221 62.34 62.30
1973/74 65.729 19.047 60.619 ~13.369 44.97 65.84
1974/75 82.731 19.203 55.468 8.528 59.39 65.41
1975/76 73.131 19.219 59.707 =5.366 49.39 142.75
1976/77 61.106 18.452 56.505 -13.317 34.24 234.67
1977/78 70.677 18.828 48.737 3.739 43.52 162.81
1978/79 79.025 19.462 64.588 -4.347 29.81 173.53
1979/80 81.703 19.948 61.950 458 31.16 154.19
1980/81 86.143 20.468 59.854 6.496 39.86 128.09
1981/82 98.203 21.063 65.390 12.505 51.49 139.87
1982/83 81.926 20.647 65.118 ~3.106 48.29 131.63
1983/84 88.603 21.089 68.157 =37 46.46 144.24
1984/85 90.266 23.015 72.000 -4.293 39.03 148.71
1985/86 95.232 21.349 69.568 4.702 45.96 199.58
1986/87 79.337 22.219 66.300 -8.917 37.13 116.37
1987/88 103.527 23.756 67.231 12.886 50.29 137.73 3/

SOURCE: Elabomtedfranflgures fruntheUmtedStatesDeparbtmtof
Agriculture.
1/ Harvest Septenber/m)gust
2/ Average closing price of the first position fram 1970 to 1988.
3/ Average fram January/July 1988.
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2. Degree of speculation in the CSCE

In order to try to measure the degree of speculation in the CSCE we used the
statistics published by the Commodity Futures Trading Cammission (CFIC) of the
United States.l13/ Operations on the Exchange are divided into reportable and
non-reportable. Reportable operations in coffee and cocoa are those for 25
contracts or more, and in sugar for 200 contracts or more. All the details of
these operations (whether they are speculative or commercial, prices, delivery
dates, etc.) have to be given to the Futures Commission. Non-reportable
operations are those for lower quantities and the details are not given to the -
Cammission. They may include both speculative and commercial operations, but
this is not reported in the statistics published. However, as can be seen
below, the percentage of non-reportable operations is minimum for coffee and
cocoa, and somewhat considerable for sugar. For the analysis we took the
period fram 31 December 1987 to 28 April 1989, leaving out Octocber 1988
because we could not acquire the statistics for that month; in other words, a
period of 16 months.

The Cocoa Contract is the one with the least speculation on the CSCE.14/
In the period between 31 December 1987 and 28 April 1989, according to the
Futures Commission, for reportable cammercial positions, which include
hedging and price fixing, the longs, i.e. purchases, averaged 76.47%, and the
shorts, i.e. sales, 85%; speculative positions averaged, therefore, 23.53% and
15.00% of longs and shorts respectively. (See Table IV.4).

In the 16 months analyzed, speculators registered their highest share in
longs on 31 May, with 43.68% and their lowest on 31 December 1987, with 3.78%,
which concurs with the attitude of the speculator to close his positions
before the end of the year. The month with the most speculation for shorts
was April 1989, with 25.69% of the total reportable positions, and the lowest
was May, with 6.66%. (See Table IV.4).

Longs represented 96.22% of cammercial positions on 31 December 1987 and
53.32% on 28 February 1989, and the shorts (exporters and producers of cocoa)
93.34% in May and 74.31% in April of 1989.
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Table 1V.4

COCOA: COMMERCIAL AND SPECULATIVE POSITIONS ON THE CSCE
31 December 1987 - 28 April 1989
(Number of contracts of 10 M.T. each)

Dates Reportable Positions Non-reportable

positions
Cammercial Speculation Total
Iong Short Iong Short Iong Short Iong Short

31 Dec.’87 23.688 20.467 931 3.528 24.619 23.995 2.359 2.983
29 Jan.’88 20.471 23.528 3.587 1.902 24.058 25.430 4.545 3.173

29 Feb. 21.039 20.494 3.435 5.159 24.474 25.653 4.614 3.435
31 Mar. 23.598 25.551 4.285 5.036 27.883 30.587 5.923 3.219
29 Apr. 22.053 27.313 5.255 3.562 27.308 30.875 6.491 2.924
31 May 19.987 28.319 7.186 2.019 27.173 30.338 7.854 4.689
30 Jun. 21.642 27.453 7.590 6.596 29.232 34.049 9.232 4.415
29 Jul. 22.624 29.249 8.025 6.421 30.649 35.670 7.944 2.923
31 Ag. 23.722 26.945 6.523 8.092 30.245 35.037 8.038 3.246
30 Sep. 22.432 27.930 7.455 6.873 29.887 34.803 8.200 3.284
30 Now. 19.498 28.655 11.646 3.094 31.144 31.749 5.895 5.290
30 Dec. 18.692 29.873 12.786 2.534 31.478 32.407 5.284 4.355
31 Jan.’89 21.713 24.642 7.780 4.331 29.493 28.973 6.410 6.930
28 Feb. 15.537 26.512 12.049 2.188 27.586 28.700 7.652 6.538
31 Mar. 20.134 21.655 5.434 4.451 25.568 26.106 8.320 7.782
28 Apr. 26.333 24.316 4.556 8.408 30.889 32.724 8.561 6.726

Average 21.448 25.806. 6.783 4.637 28.230 30.444 6.708 4.495
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OOQ0A: CIIMERCIALANDSPEC.UIATIVEPOSITIQJSQ#'DIECSCE
31 December 1987 - 28 April 1989
(Share of total reportables)

Dates Reportable Positions Non-reportable

positions
% of total
positions
Camvercial Speculation Total
Iong Short ILong Short long Short Long Short
31 Dec.’87 96.22 85.30 3.78 14.70 100.00 100.00 8.74 11.06
29 Jan.’88 85.09 92.52 14.91 7.48 100.00 100.00 15.89 11.09
29 Feb. 85.96 79.89 14.04 20.11 100.00 100.00 15.86 11.81
31 Mar. 84.63 83.54 15.37 16.46 100.00 100.00 17.52 9.52
29 Apr. 80.76 88.46 19.24 11.54 100.00 100.00 19.20 8.65
31 May 73.55 93.34  26.45 6.66 100.00 100.00 22.42 13.39
30 Jun. 74.04 80.63  25.96 19.37 100.00 100.00 24.00 11.48
29 Jul. 73.82 82.00 26.18 18.00 100.00 100.00 20.58 7.57
31 Axg. 78.43 76.90 21.57 23.10 100.00 100.00 21.00 8.48
30 Sep. 75.06 80.25 24.94 19.75 100.00 100.00 21.53 8.62
30 Nov. 62.61 90.25 37.39 9.75 100.00 100.00 15.92 14.28
30 Dec. 59.38 92.18  40.62 7.82 100.00 100.00 14.37 11.85
31 Jan.’89 73.62 85.05 26.38 14.95 100.00 100.00 17.85 19.30
28 Feb. 56.32 92.38 43.68 7.62 100.00 100.00 21.72 - 18.55
31 Mar. 78.75 82.95 21.25 17.05 100.00 100.00 24.55 22.96
28 Apr. 85.25 74.31 14.75 25.69 100.00 100.00 21.70 17.05
Average 85.25 74.31 14.75 25.69 100.00 100.00 21.70 17.05
SOURCE: Elaborated from data from CFTC, Cammitments of Traders in Commodity

Futures, Washington. D.C.
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Non-reportable positions, less than 25 contracts per operation, were
18.93% of the longs and 12.85% of the shorts. These positions show both
camercial and speculative positions, kut the statistics are not broken down
into these categories. They include small commercial users and small
speculators (individuals, executives, et al.).

After cocoa, the Coffee "C" Contract draws the most speculation.
Reportable long commercial positions averaged 73.71% of the total during the
period analyzed, and speculative positions averaged 26.29%.

The commercial share of shorts is higher, with 87.86% of the positions,
leaving only 12.14% to speculation. (See Table IV.5).

For the coffee contract, the same as for cocoa ard sugar, speculators
have a marked preference for entering the CSCE to buy rather than sell. The
speculator is an optimist by nature, leading him to believe that prices will
rise and not fall. Ancther influence on the speculator is the fact that he
does not possess the physical product, since unconsciously he rejects selling
samething which he does not have. These considerations also include the large
speculative funds; even though they use computers to enter and exit from the
Exchange, people finally take the decision.

The month with the most speculation on longs was February 1988 with
39.22% of the total positions; the month with the least was August with
16.66%.

Non-reportable positions, less than 25 contracts 1like the Cocoa
Contract, represented an average of 25.44% of the longs and 15.48% of the
shorts. (See Table IV.5). |

The Sugar N* 11 Contract (world market) is the most speculative on the
CSCE. During the period under analysis, these averaged 40.02% of the total
long reportable positions. That means that most of the speculators bought
sugar. There was little speculation with shorts, 3.06% on the average.

Speculation in the month of June was 54.42% of the total positions, that
is, Mialoperatimsregistemdinthem 11 Contract were less than half
of the total. The least speculation was registered in February 1988 with
16.80%. (See Table IV.6).
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Table IV.5

COFFEE "C" OONTRACT: COMMERCIAL AND SPECUIATIVE POSITIONS ON THE CSCE
31 December 1987 - 28 April 1989
(Number of contracts of 37 000 pounds each)

Dates Reportable Positions Non-reportable
positions
Camnercial Speculation Total
Iong Short Iong Short ILong Short Long Short

31 Dec.’87 11.431 16.019 4.670 2.138 16.101 18.157 5.820 3.764
29 Jan.’88 9.766 16.936 4.994 1.415 14.760 18.351 7.964 4.373

29 Feb. 12.107 20.161 7.814 2.340 19.921 22.501 6.431 3.851
31 Mar. 13.269 17.948 3.849 1.964 17.118 19.912 5.899 3.105
29 Apr. 13.010 13.833 3.030 3.777 16.040 17.610 4.790 3.220
31 May 13.958 18.090 4.769 3.517 18.727 21.607 5.174 2.294
30 Jun. 10.198 15.761 4.956 1.693 15.154 17.454 5.501 3.201
29 Jul. 13.764 17.240 3.905 2.092 17.669° 19.332 4.967 3.304
31 Aug. 15.997 18.209 3.199 2.443 19.196 20.652 3.884 2.428
30 Sep. 12,908 18.682 5.102 1.539 18.010 20.221 4.998 2.787
30 Nov. 11.047 10.839 2.491 3.282 13.538 14.121 4.749 4.166
30 Dec. 9.538 17.440 6.141 1.546 15.679 18.986 7.477 4.170
31 Jan.’89 14.808 18.468 3.475 2.333 18.283 20.801 6.696 4.178
28 Feb. 13.260 15.820 3.049 3.053 16.309 18.873 6.225 3.661
31 Mar. 13.647 17.694 3.645 2.333 17.292 20.027 6.599 3.864
28 Apr. 12.667 20.270 6.978 1.380 19.645 21.650 5.957 3.952

Average 12.586 17.088 4.504 2.303 17.090 19.391 5.821 3.520
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COFFEE "C" CONTRACT: COMMERCIAL AND SPECUIATIVE POSITIONS ON THE CSCE
31 December 1987 - 28 April 1989
(Share of total reportables)

Dates " Reportable Positions Non-reportable

positions

% of total

positions

Commercial Speculation Total
long Short Iong Short Iong Short Long Short

31 Dec.’87 71.00 88.22 29.00 11.78 100.00 100.00 26.55 17.17
29 Jan.’88 66.17 92.29 33.83 7.71  100.00 100.00 35.05 19.24
29 Feb. 60.78 89.60 39.22 10.40 100.00 100.00 24.40 14.61
31 Mar. 77.51 90.14 22.49 9.86 100.00 100.00 25.63 13.49
29 Apr. 81.11 78.55 18.89 21.45 100.00 100.00 23.00 15.46
31 May 74.53 83.72 25.47 16.28 100.00 100.00 21.65 9.60
30 Jun. 67.30 90.30 32.70 9.70 100.00 100.00 26.63 15.50
29 Jul. 77.90 89.18 22,10 10.82 100.00 100.00 21.94 14.60
31 Ay, 83.34 88.17 16.66 11.83 100.00 100.00° 16.83 10.52
30 Sep. 71.67 92.39  28.33 7.61 100.00 100.00 21.72 12.11
30 Now. 81.60 76.76 18.40 23.24 100.00 100.00 25.97 22.78
30 Dec. 60.83 91.86 39.17 8.14 100.00 100.00 32.29 18.01
31 Jan.’89 80.99 88.78 19.01 11.22 100.00 100.00 26.81 16.73
28 Feb. 81.30 83.82 18.70 16.18 100.00 100.00 27.62 16.25
31 Mar. 78.92 88.35 21.08 11.65 = 100.00 100.00 27.62 16.17
28 Apr. 64.48 93.63 35.52 6.37 100.00 100.00 23.27 15.44
Average 73.71  87.86 26.29 12.14 100.00 100.00 25.44 15.48
SOURCE: Elaborated from data from CFTC, Comitments of Traders in Cammodity

Futures, Washington. D.C.
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There are more non-reportables positions for sugar than for coffee and
cocoa, since the mumber of contracts that need to be reported is 200 or more.
Thus medium-sized commercial users and speculators operate in non-reportables,
since 200 contracts equals 10 000 long tons of sugar, which is the usual size

of a shipment for export. Long positions represented an average of 40.02% and
the shorts 15.70%. (See Table IV.6).

To sumarize, we can state that in the period from 31 December 1987 to 28
April 1989, within the CSCE:

a) speculative operations preferred longs; that is normal in rising
markets, as coffee and sugar were during this period;

b) the Sugar N* 11 Contract was the instrument most used for
speculation; this can be explained by the fact that this contract covers the
largést volume of operations on the CSCE, which gives the speculator more
opportunities to enter and exit from the Exchange whenever he wishes.

We should add that in mid-1988 speculation rose sharply on the commodity
exchanges in the United States, due to the severe drought that affected the
grain harvests. For this reason, we feel that the period we chose to analyze
the degree of speculation in the CSCE is representative.

3. Volatility of prices

To analyze the volatility of the prices for coffee, sugar and cocoa we took
the monthly averages of the period from 1970 to 1988.

The behaviour of coffee, sugar and cocoa prices, as is well known,
follows a cyclical trend: several years of low prices and a short period of
high prices. This has produced a good deal of instability in the income of
countries of Latin America and the Caribbean that produce and export coffee,
sugar and cocoa, over and above what is called the deterioration of the terms
of trade with the highly developed countries. The evolution of the prices for
the products under analysis can be seen in the amnexed figures.

The Sugar N* 11 Contract has shown the most volatility over the last 19
years. The highest average price ocbserved in the period was 57.17 cents per
pound and the lowest anly 2.74 cents. The high was 1986% larger than the low.
The standard deviation for the period analyzed is 8.59 cents and the average
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SUGAR N¢ 11 CONTRACT: COMMERCIAL AND SPECUIATIVE POSITIONS ON THE CSCE
31 December 1987 - 28 April 1989
(Number of contracts of 50 long tons each)

Dates Reportable Positions Non-reportable
positions

Camnercial Speculation Total

Long Short Iong Short  long Short Long Short
31 Dec.’87 41.594 109.048 31.291 3.993 72.885 113.041 62.869 22.713
29 Jan.’88 56.304 124.100 27.987 6.102 84.291 130.202 71.532 25.621
29 Feb. 65.702 99.324 13.270 4.894 78.972 104.218 53.710 28.464
31 Mar. 49.469 105.876 23.125 1.334 72.594 107.210 64/646 30.030
29 Apr. 44.275 95.565 20.594 1.957 64.869 97.522 58.624 25.971
31 May 41.275 116.806 40.531 5.289 81.806 122.095 69.066 28.777
30 Jun. 40.114 138.543 47.894 2.681 88.008 141.224 74.046 20.830
29 Jul. 52.125 117.930 30.307 2.780 82.432 120.710 58.424 20.146
31 Aug. 51.231 107.088 27.039 5.373 78.270 112.461 58.500 24.309
30 Sep. 48.607 93.965 32.382 4.612 80.989 98.577 40.323 22.735
30 Nowv. 45.110 124.897 44.970 2.094 90.080 126.991 46.999 10.088
30 Dec. 53.391 128.730 40.729 1.715 94.120 130.445 49.121 12.796
31 Jan.’89 54.621 90.341 21.739 8.451 76.360 98.792 43.969 21.537
28 Feb. 49.381 117.370 34.109 926 83.490 118.296 52.148 17.342
31 Mar. 65.229 140.177 43.900 992 109.129 141.169 49.763 17.723
28 Apr. 60.160 120.600 39.135 2.255 99,745 122.855 41.200 18.090
Average 51.190 114.398 32.438 3.466 83.628 117.863 55.934 21.698
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SUGAR N® 11 CONTRACT: COMMERCIAL AND SPECULATIVE POSITIONS ON THE CSCE
31 December 1987 - 28 April 1989
(Share of total reportables)

Dates Reportable Positions Non-reportable
positions
% of total
- positions
Commercial Speculation Total

Long Short 1Iong Short Iong Short Long Short

31 Dec.’87 57.07 96.47 42.93 3.53 100.00 100.00 46.31 16.73
29 Jan.’88 66.80 95.31 33.20 4.69 100.00 100.00 45.91 16.44
29 Feb. 83.20 95.30 16.80 4.70 100.00 100.00 40.48 21.45
31 Mar. 68.14 98.76 31.86 1.24 100.00 100.00 47.10 21.88
29 Apr. 68.25 97.99 31.75 2.01 100.00 100.00 47.47 21.03
31 May 50.45 95.67 49.55 4.33 100.00 100.00 45.78 19.07
30 Jun. 45.58 98.10 54.42 1.90 100.00 100.00 45.69 12.85
29 Jul. 63.23 97.70 36.77 2.30 100.00 100.00 41.48 14.30
31 Ag. 65.45 95.22 34.55 4.78 100.00 100.00 42.77 17.77
30 Sep. 60.02 95.32 39.98 4.68 100.00 100.00 33.24 18.74
30 Nov. 50.08 98.35 49.92 1.65 100.00 100.00 34.29 7.36
30 Dec. 56.73 98.69 43.27 1.31 100.00 100.00 34.29 8.93
31 Jan.’89 71.53 91.45 28.47 8.55 100.00 100.00 36.54 17.90
28 Feb. 59.15 99.22 ° 40.85 .78 100.00 100.00 38.45 12.79
31 Mar. 59.77 99.30 40.23 .70  100.00 100.00 31.32 11.15
28 Apr. 60.76 98.16 39.24 1.84 100.00 100.00 29.23 12.83
Average 60.76 98.16 39.24 1.84 100.00 100.00 29.23 12.83

SOURCE: Elaborated from data from CFIC, Cammitments of Traders in Commodity
Futures, Washington. D.C. :
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price 10.95 cents. The coefficient of variation cbtained by dividing the
deviation by the average, is 78.4%. '

Cocoa is the next most volatile, after sugar. Over the last 19 years,
thehighestpricewasUS$4429permetrictmaruthelthS$ 472, The
high was 838% more than the low. The standard deviation is US$ 908 and the
average for the period is US$ 1 917 per metric tcn, the coefficient of
variation is 47.4%.

Coffee registered less fluctuations than sugar or cocoa. The highest
average was 314.96 cents per pourd, and the lowest was 42.24 cents; the former
is 646% larger than the latter. The standard deviation is 55.97 cents and the
average price for the period analyzed is 119.32 cents; the coefficient of
variation is 46.9%

~ The following points should be highlighted:

a) coffee behaved in a relatively stable fashion over the last nine
years, since it fluctuatedmapncerangebetweenlOOandlSOoentsper
pound, except for the high prices of 1986;

b) cocoa shows a falling trend from 1984 orward, that is, five years of
contmunxg declines; _ ;

C) sugar records the lowest prices, most of the time below production
costs of even the most efficient producers.

Taking the period from 31 December 1987 to 28 February 1989, we see that the
Sugar N¢ 11 Contract registers the highest price volatility with respect to
the degree of speculation.

During the month with the most speculation, June, prices rose by 18.87%,
increasing by 33.17% the following month, under the impetus of the rises in
the month of June, even though speculation declined scmeshat. A speculation of
42.93% in December 1987 produced a price rise of 13.64%. On the other hand,
with the lowest speculation, 16.8% in February 1988, prices fell by 12.86%.
(See Table IV.7). '
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Table IV.7

SUGAR N2 11 CONTRACT: DEGREE OF SPECULATION AND PRICES
31 December 1987 - 28 February 1989

DATES DEGREE OF PRICES % CHANGE
SPECULATION (US$/M.T.) IN PRICES
(Long positions)
31 Dec.’87 42,93 8.25 13.64
29 Jan.’88 33.20 9.64 16.85
29 Feb. 16.80 8.40 -12.86
31 Mar. 31.86 8.52 1.43
29 Apr. 31.75 8.49 -.35
31 May 49.55 8.85 4.24
30 Jun. 54.42 10.52 18.87
29 Jul. 36.77 14.01 33.17
31 Ag. 34.55 11.10 =20.77
30 Sep. 39.98 10.19 -8.20
30 Nov. 49,92 10.87 6.67
30 Dec. 43.27 11.28 3.77
31 Jan. ‘89 28.47 9.68 -14.18
28 Feb. 40.85 10.49 8.37
SOURCE: Elaborated from data from CFTIC, Commitments of Traders in

Cammodity Futures, Washington. D.C.
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For cocoa, we analyze the degree of speculation for the short positions
and not the long as in the case of sugar and coffee, since speculators prefer
to enter a falling market as sellers. The two largest drops in prices, 14.45%
and 11.4%, came when speculation was high, 19.75% and 23.10% respectively, and
the largest rise in prices, 25% in November, when speculation was low, 9.75%.
(See Table IV.8). | -

Coffee recorded the least price fluctuation in the period analyzed, but
the largest fluctuations, 9.04% and 8.22%, were observed in December 1988 and
February 1988, when speculation was highest, 39.17% and 39.22% respectively.
When speculation declined —it reached its lowest level in August—- prices
fell by 6.62%. (See IV.9).

We can draw the conclusion that the participation of speculators does
indeed influence the prices on the CSCE. However, we have seen that the
fundamental factors, supply and demand, are what determines the price levels
for coffee, sugar and cocoa. Therefore, we can say that speculation
intensifies the movements of prices; in other words, when prices rise,
speculation makes them rise more than they would have without it. In the same
way, it lengthens periods of decline. For this reason, we share the opinion of
some analysts of primary products that speculation distorts the price levels
that would exist if they were only influenced by supply and demand. This is
whathashamenedforcoffee,Sugararﬂcoooaoverthelastleears. ’
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Table IV.8

COCOA CONTRACT: DEGREE OF SPECULATION AND PRICES
31 December 1987 - 28 February 1989

DATES DEGREE OF PRICES % CHANGE
SPECULATION (US$/M.T.) IN PRICES
(Short positions)
31 Dec.’87 14.70 1.810.00 ~2.48
29 Jan.’88 7.48 1.903.00 5.14
29 Feb. 20.11 1.717.00 -9.77
31 Mar. 16.46 1.601.00 -6.76
29 Apr. 11.54 1.570.00 -1.94
31 May 6.66 1.638.00 4.33
30 Jun. 19.37 1.563.00 -4.58
29 Jul. 18.00 ' 1.570.00 .45
31 Aug. 23.10 1.391.00 ~11.40
30 Sep. 19.75 1.190.00 -14.45
30 Now. 9.75 - 1.488.36 25.07
30 Dec. 7.82 1.449.21 -2.63
31 Jan.’89 14.95 1.386.45 -4.33
28 Feb. 7.62 1.430.27 3.16
SOURCE: Elaborated from data from CFIC, Cammitments of Traders in

Cammodity Futures, Washington. D.C.
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Table IV.9

THE OOFFEE "C" CONTRACT: DEGREE OF SPECULATION AND PRICES
31 December 1987 - 28 February 1989

DATES - DEGREE OF PRICES % CHANGE
SPECULATION (cents per l1b.)  IN PRICES
(Long positions) '

31 Dec.’87 29.00 ' 126.88 +43

29 Jan. ’88 33.83 128.02 . «90
29 Feb. _ 39.22 138.54 8.22
31 Mar. - 22.49 136.55 -1.44
29 Apr. ; 18.89 136.42 -.10
31 May - 25.47 138.65 1.63
30 Jun. ‘ 32.70 - 143.93 3.81
29 Jul. ' 22.10 141.97 -1.36
31 Axg. : - 16.66 _ 132.57 -6.62
30 Sep. ’ 28.33 137.85 3.98
30 Nov. 18.40 135.39 -1.78
30 Dec. 39.17 147.63 9.04
31 Jan.’89 19.01 152.13 3.05
28 Feb. '18.70 - 139.95 -8.01

SOURCE: Elaborated from data from CFIC, Comitments of Traders in
gm. E! Fuun%, WaShll' gwlo D‘.C. . ’
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V. EVAIUATI(NOF'IHEEXCI‘ENGE’SDIPACI‘ON'IHE&FFEE SUGAR AND
CDG)AINIIJS'IRIES]NIAT]NAMERI(RAND’IHECARIBBEAN

1. The Importance of Iatin America and the Caribbean’s
coffee, sugar and cocoa production ;

The United States Department of Agriculture estimates the world production of
coffee for the 1988/1989 harvest to be 93.2 million 60-kg sacks, in
camparison with 103.6 million the previous year and 79.3 million in 1986/1987.
The main producers in the world, in order of importance, are: Brazil,
Colambia, Indonesia, Mexico and the Ivory Coast. (See Table V.1).

The coffee production of Ilatin America and the Caribbean totaled 59.0
million 60-kg. sacks in 1988/1989, as opposed to 71.8 million the year before
and an average of 58.2 million between 1979/1980 and 1983/1984. The annual
rateofgrowthdurmgthatperlodwasonlyozo% campared with a growth rate
of world production of 0.93%.

Sharpdmangesmproductlon-adropofalnostzo%inthelastyear-are
due to variations in Brazil’s production, the largest in the world.

The region’s production represented 63.38% of the world production in
1988/1989, as opposed to 69.33% the previous year. Iatin America and the
Caribbean is by far the main coffee producing region in the world. v

The most important producing countries are: Brazil with 25.0 million
sacks in 1988/1989, Colambia with 12.5, Mexico with 5.1, Guatemala with 2.6,
Costa Rica with 2.6, Ecuador with 1.7 and Honduras with 1.6.

Other producing zones in the world are Africa, with 23.16% of the total
in 1988/1989, and Asia with 12.10%. Both regions produce mostly robusta
coffee.

World sugar production in 1988/1989 was 106.7 million metric tons,
against 104.3 million in 1987/1988 and 103.5 million in 1986/1987. The main
sugar producers in the world are: the European Economic Commmnity, India, the
Soviet Union, Cuba and Brazil. (See Table V.2).

v The region produced 28.4 million metric tons corrected volume of sugar in
1988/1989, compared with 27.7 million the year before and 26.8 million in
1980/1981. The growth rate during that period was 0.73% a year, against 2.43%
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Table V.1

COFFEE: PRODUCTION IN LATIN AMERICA AND THE CARIBBEAN
1979/1980-1983/1984 - 1988/1989
(Thousands of 60-kg. sacks)

COUNTRY 79/80-83/84 1984/85 1985/86 1986/87 1987/88 1988/89 Annual rate

of change %

Bolivia 143 140 150 125 150 150 .69
Brazil 24850 27000 33000 13900 38000 25000 .09
Cotombia 13371 11000 12000 11000 13300 12500 -.96
Costa Rica 1963 2516 1514 2460 2450 2550 3.8
Cuba 357 400 375 37 350 400 1.64
Dominican Rep. 956 909 710 855 900 900 -.86
Ecuador 1620 1500 1966 2268 . 1560 1660 .35
El Salvador 2870 2680 2300 2275 : 2200 2100 -4.36
Guatemala 57 2703 2650 2843 2650 2600 4
Guyana 22 15 12 7 1 12 -8.29
Haiti 586 596 505 475 540 550 -.90
Honduras 1282 1400 1062 1530 1450 1550 2.75
Jamaica 26 25 ri4 28 41 45 8.15
Mexico 4084 . 4250 4826 5297 4650 5100 3.22
Nicaragua 974 800 580 725 650 700 -4.61
Panama 131 237 207 195 220 220 7.69
Paraguay 188 240 270 330 300 325 8.13
Peru 1181 1150 1250 1200 1020 1300 1.38
Trinidad and Tobago 36 30 35 25 5 30 -2.57
Venezuela 1013 1213 960 1169 1300 1350 4.19
TOTAL 58227 58800 64399 47082 71772 59042 .20
WORLD 87337 90266 95232 79337 103527 93160 .93
LATIN AMERICA/WORLD % 66.67 65.62 67.62 59.34 69.33 63.38

SOURCE: Elaborated by the consultant with data from the United States Department of Agriculture.



Table v.2

SUGAR: PRODUCTION IN LATIN AMERICA AND THE CARIBBEAN
1980-1981 - 198871989
(Thousands of metric tons corrected volume)

COUNTRY 1980/81 1981/82 1982/83 1983/84 1984/85. 1985/86 1986/87 1987/88 1988/1989 Annwual rate
. of change %
Argentina 1716 1623 1623 1618 1545 1174 1121 1063 1139 ~4.99
Barbados 97 88 86 98 101 13 7 81 g -3.66
Belize 104 113 . 121 108 109 99 88 87 93 ~1.39
Bolivia 262 260 228 197 198 . 182 190 174 163 -5.76
Brazil 8521 &23 . 9312 9576 9332 8274 8649 8458 8600 12
Chile 267 137 231 360 351 482 437 445 471 7.35
Colombia 1212 1318 1340 177 1367 1272 1294 1364 1419 1.99
Costa Rica 200 195 213 255 232 220 229 219 224 1.43
Cuba 7542 8279 7174 8331 8101 7347 7219 7548 8200 1.05
Dominican Rep. 1046 1217 1160 1200 1040 804 856 754 750 -4.07
Ecuador 368 322 254 220 329 281 287 341 335 -1.17
El Salvador 180 185 248 259 283 287 262 200 189 .61
Guatemala 444 643 549 528 601 624 651 679 705 5.95
Guyana 320 305 265 257 258 261 234 178 180 -6.9
Haiti 52 66 55 43 57 32 30 32 45 -1.79
Honduras 189 218 214 226 235 224 200 173 197 .52
Jamaica 206 202 200 190 209 199 191 224 203 -.18
Mexico 2586 - 2870 3108 3297 3489 4031 3986 3822 3650 4.40
Nicaragua 202 237 276 249 248 262 198 225 205 .18
Panama 186 239 206 177 160 139 123 107 110 -6.35
Paraguay 89 7 81 95 84 - 78 83 95 105 2.09
Peru 492 640 455 620 757 611 608 592 580 2.08
Trinidad and Tobago 93 » 79 65 - 83 92 85 91 103 1.28
Uruguay ‘ 80 % 107 85 77 93 101 93 69 ~1.83
Venezuela 293 368 386 3 504 577 584 583 562 8.48
Others 40 42 34 38 34 34 32 25 . 28 -4.36
TOTAL 26787 28240 28005 29641 29784 27792 27815 27653 28397 .73
WORLD 88014 1006% 101660 96373 101297 99418 103547 104332 106665 2.43

LATIN AMERICA/WORLD % 30.43 28.05 27.55 30.76 29.40 27.95 26.86 26.50 26.62

SOURCE: Elaborated by the consultant with data from F.O. Licht, Internstional Sugar Report, Retzeburg, Federal Republic

of Germany, 23 May 1989.
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for world production. Because of that difference in growth, the share of
Iatin America and the Caribbean in the world total decreased fram 30.43% in
1980/1981 to 26.62% in 1988/1989.

The most important producing countries in the region are: Brazil with a
production of 8.6 million metric tons corrected volume, Cuba with 8.2 million,
Mexico with 3.7 million, Colambia with 1.4 million, Argentina with 1.3 million
and the Daminican Republic with 0.8 million.

Unlike coffee, where Iatin America and the Caribbean is far and away the
main producing zone in the world, the region campetes for first place in sugar
production with Europe, which produced 29.57% of the total in 1988/1989. Asia
is another important sugar producing zone, with 26.53% of the world total.
Africa and Oceania also produce a significant quantity of sugar, 7.66% and
4.31% respectively. ‘

The estimated world production of cocoa in 1988/1989 is 2 292 000 metric
tons, in comparison with 2 143 000 in 1987/1988 and 1 993 000 in 1986/1987.
The main producers in the world are: the Ivory Coast, Brazil, Malaysia, Ghana
and Nigeria. (See Table V.3).

The cocoa production of lLatin America and the Caribbean totaled 682 100
metric tons in 1988/1989, against 670 000 metric tons in 1987/1988 and 556 400
metric tons in 1982/1983. The anmual growth rate for that period was 3.45%,
compared with 6.79% annual growth of world production. As in the case of
sugar, the share of cocoa in the world total dropped from 36.00% in 1982/1983
to 29.77% in 1988/1989.

Brazil isalsotheregim’smainproduoerforcbcoa, with a total in
1988/1989 of 400 000 metric tons, followed by Ecuador with 80 000 metric tons,
Colambia with 55 000 metric tons, the Dominican Republic and Mexico with
50 000 metric tons each, and Venezuela with 15 500 metric tons.

Africa is the most important cocoa producing zone in the world,
representing 54.97% of the total in 1988/1989. Asia’s production was 13.50%
and Oceania’s 1.73%.



Table v.3

COCOA: PRODUCTION IN LATIN AMERICA AND THE CARIBBEAN

1982-1983 -

198871989

(Thousands of metric tons)

COUNTRY 1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 Annual rate
of change %
Bolivia 2.5 2.5 2.5 2.5 2.5 2.5 2.5 .00
Brazil 332.0 309.0 415.0 380.0 365.0 400.0 400.0 2.80
Colombia 39.8 40.5 42.0 45.6 52.0 53.8 55.0 5.54
Costa Rica 2.1 3.0 4.0 3.8 3.9 4.0 4.0 11.34
Cuba 2.0 2.5 3.0 2.0 2.1 2.1 2.1 .82
Dominican Rep. 43.3 42.0 39.2 39.0 45.2 49.0 50.0 2.43
Ecuador 55.0 55.0 128.0 112.0 7.0 7.0 80.0 6.44
Guatemala 1.5 2.0 1.9 2.0 2.0 2.0 2.0 4.9
Haiti 4.0 3.0 3.8 3.0 3.0 3.0 3.0 -4.68
Honduras .5 1.0 1.5 1.9 2.0 2.0 2.0 25.99
Jamaica 2.8 2.8 2.6 2.4 2.6 2.5 1.5 -9.88
Mexico 33.7 35.1 42.1 39.2 37.9 49.5 50.0 6.80
Nicaragua .2 .2 .2 .2 .2 .2 .2 .00
Panama .8 5 5 .5 5 .5 .5 ~7.53
Peru 10.0 8.0 10.0 10.0 10.0 10.0 10.0 .00
Trinidad and Tobago 1.8 1.6 1.4 1.3 1.6 1.5 1.5 -2.99
Venezuela 14.8 12.2 10.5 11.2 13.9 14.1 15.5 J7
Others 2.6 2.3 2.5 2.0 2.3 2.3 2.3 -2.02
TOTAL 556.4 523.2 710.7 658.6 623.7 670.0 682.1 3.45
WORLD 1545.4 1545.4 1967.3 1947.3 1993.0 2143.2 2291.5 6.79
33.85 36.13 33.82 31.29 31.26 29.77

LATIN AMERICA/WORLD %

36.00

SOURCE: Elaborated by the

consultant with data from the United States Department of Agriculture.
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2. Coffee, sugar and cocoa exports from Iatin America
and the Caribbean

Before analyzing the region’s coffee, sugar and cocoa exports, it is important
to point out that the part of the production of these products that is traded
internationally differs considerably from one to ancther. For coffee and
cocoa, international trade represents more than 70% of total production,
while for sugar it is less than 30%, with a tendency to decline even further.

This is another of the reasons why sugar shows a greater variability in
prices; when it registers an increase or reduction of little import in
relation to total production, this greatly affects the part that goes to
international trade, with the conseguent effect on prices. _

The exportable production of coffee --production less consumption— of
Latin America and the Caribbean totaled in 1988/1989 40.8 million 60-kg.
sacks, compared with 54.2 million the previous year and an average of 43.3
million from 1979/1980 to 1983/1984. The growth rate over the last 10 years
was =-1.0% a year, compared with 0.4% for world exportable production.
However, if we do not consider the last year, the growth rate up to 1987,/1988
is 3.8% a year for the region and 3.0% for the world total.

Actual exports, according to the International Coffee Organization,
reached 48.9 million 60-kg. sacks in 1986/1987, as opposed to 41.7 million in
1985/1986 and 39.3 million in 1981/1982. The anmual growth rate during this
period was 4.5%, campared with 2.6% of total exports from the member countries
of the International Coffee Agreement.

We should clarify that because of the restrictions on exports by the
Intermational Agreement, the anmual exportable production does not coincide
with actual exports, even though over the medium term both tend to be the
same. (See Tables V.4 amd V.5).

Colambia, the region’s second largest producer and exporter, maintains an
exportable production with few changes, registering a 1.7% anrmal decline up
till 1988/1989 and practically without change up to 1987/1988.

Mexico, the third largest exporter, increased its exportable production
by 4.9% a year; Guatemala by only 0.4%, Costa Rica by 4.9%, Honduras by 3.4%,
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Table V.4

1988/1989

(Thousands of 60-kg. sacks)

COUNTRY 79/80-83/84 1984/85 1985/86 1986/87 1987/88 1988/89 Annual rate
of change %

Bolivia 108 103 112 84 113 107 -15
Brazil 16650 16500 24000 4900 27500 14000 -2.85
Colombia 11543 9135 10130 9000 11280 10400 -1.72
Costa Rica 1739 2281 1276 2225 2215 2310 4.85
Cuba 7 100 100 180 136 150 66.66
Dominican Rep. 662 604 415 555 590 582 -2.12
Ecuador 139 1240 1695 1986 1278 1375 -.19
El Salvador 2670 2480 2120 2095 2020 1920 -5.35
Guatemala 2248 2373 2350 2543 2350 - 2300 .38
Guyana 3 0 0 0 0 0 -100.00
Haiti 355 343 275 235 300 310 -2.23
Honduras 1154 1240 922 1390 1310 1410 3.40
Jamaica 1 13 15 15 27 30 13.54
Mexico 25% 2635 2625 4797 3070 3450 4.87
Nicaragua 882 705 505 640 570 620 -5.7M
Panama 64 167 134 122 145 144 14.47
Paraguay 166 217 245 308 275 299 10.30
Peru 934 940 1050 1010 820 1100 2.76
Trinidad and Tobago 18 9 13 3 3 8 -2.12
Venezuela 70 173 142 227 230 240 22.80
TOTAL 43272 41258 48124 31315 54232 40755 -.99
WORLD 66956 67449 73426 57520 80009 68597 .40
LATIN AMERICA/MORLD % 64.63 61.17 65.54 54.44 67.78 59.41

SOURCE: Elaborated by the consultant with data from the United States Department of Agriculture.
1/ Calculated by subtracting domestic consumption from production.
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Table V.5

COFFEE: EXPORTS FROM LATIN AMERICA AND THE CARIBBEAN
198171982 - 1986/1987
(Thousands of 60-kg. sacks)

COUNTRY 1981/82 1982/83 1983/84 198471985 198571986 198671967 Al rate
of change %

Bolivia 116 120 110 103 102 64 -11.21
Brazil 16801 17452 20103 18339 12851 18117 1.52
Colombia 8984 9174 9969 9642 11514 12041 6.03
Costa Rica 1556 1735 1782 2089 1486 2479 9.76
Cuba 223 263 178 200 179 237 1.23
Dominican Rep. 634 489 533 544 471 612 -.70
Ecuador 1367 1569 1398 - 1474 2039 1786 5.49
El Salvador ' 2165 2706 2908 2461 2655 2520 3.08
Guatemala 2469 2003 1976 3119 2301 2714 1.91
Haiti 350 ‘ 410 397 313 280 216 -9.20
Honduras CAR 1240 1046 1284 1481 1399 8.9
Jamaica 19 21 3 14 16 13 -7.31
Mexico 1846 3110 2897 2983 3694 3836 15.75
Nicaragua 815 1136 847 659 611 648 -4.48
Panama n 76 80 99 128 97 6.44
Paraguay 186 228 160 200 258 506 22.16
Peru 750 864 989 931 1275 1399 13.28
Trinidad and Tobago 37 22 4 16 20 18 -13.42
Venezuela 18 22 97 108 386 191 60.38
TOTAL 39318 42640 - 45497 44578 41747 48893 4,46
TOTAL C.I.C. 63534 65731 70018 68944 68873 72186 2.59
LATIN AMERICA/C.1.C. % 61.88 64.87 64.98 64 .66 60.61 67.73

SOURCE: Elaborated by the consultant with data from the International Coffee Organization.
Note: Only includes members of the International Coffee Agreement.
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and Peru by 2.8%. On the other hand, El Salvador has 5.4% less exportable
product, Ecuador 0.2% and the Dominican Republic 2.1%.

Iatin America and the Caribbean exported 255 000 metric tons of cocoa
beans in 1987, compared with 231 000 metric tons the year before and 211 000
metric tons in 1978. The rate of growth during that period was 2.13% a year, a
rate lower than the one registered for world exports, which was 3.9%. (See
Table V.6). |

The region’s share in total world exports declined from 19.65% in 1978 to

16.79% in 1987, as a consequence of the different growth rates.
‘ Brazil is the region’s main exporter with 143 000 metric tons in 1987 and
a growth rate fram 1978 to 1987 of 0.8% a year. Ecuador, the second exporter,
recorded 44 000 metric tons in 1987 and an anmial growth rate of 11.7%. The
Dominican Republic exported 39 000 metric tons, with an anmual rate of growth
of 3.9%. Colambia, an important exporter since 1984, exported 9 000 metric
tons in 1987, an increase of almost 100% in relation to 1984.

However, it is important to mention that eight countries of the region
decreased their cocoa bean exports during the period under consideration.
These are: Costa Rica, -19.8%; Guatemala, -11.7%; Haiti, -3.5%; Mexico, -8.5%;
Panama, -33.2%; Peru, -100%; Trinidad and Tobago, =-8.3%, and Venezuela, 1.3%.

Sugar exports from Iatin America and the Caribbean reached 11.4 million
metric tons corrected volume in 1987, in comparison with 11.8 million the
previous year and 12.6 million in 1978. Unlike coffee and cocoa, sugar exports
diminished between 1978 and 1987, by 1.1% a year, compared with a growth in
world exports of 1.4% annmually. (See Table V.7).

The region’s share of exports declined from 50.16% in 1978 to 40.11% in
1987.

Almost all the Iatin American countries recorded declines in their
exports, except for Brazil, +2.6% annual increase; Guatemala, +7.7%; Haiti,
+3.8%; Honduras, +5.4%; Mexico, +24.1%, and Uruguay, +1.5%.

The largest sugar exporter in the world is Cuba, with 6.5 million metric
tons in 1987. Brazil is the second largest exporter in the region, with 2.4
millon, followed by the Daminican Republic with 587 000 metric tons, Mexico
with 518 000 metric tons and Guatemala with 299 000 metric tons.



Table V.6

COCOA: EXPORTS FROM LATIN AMERICA AND THE CARIBBEAN

1978 -

1987

(Thousands of metric tons)

COUNTRY 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 Annual rate
of change %

Belize 4 0 0 4 18 47 50 64 85 70 37.44
Brazil 134000 156932 125246 143462 152773 152773 107289 172321 135150 143482 .76
Colombia 0 0 0 0 30 20 4640 2941 1701 8962 --
Costa Rica 5826 4235 2165 2019 2022 736 640 1450 1238 800 -19.80
Dominican Rep. 27638 25605 23418 2749 38782 34199 32280 31359 35867 38914 3.87
Ecuador - 16247 15006 13697 27156 42458 5555 46910 68899 38285 43961 11.69
Guatemala 3068 1674 2000 366 65 1400 1200 2179 1422 1000 1.7
Haiti 2901 2836 2600 2600 1514 3917 2404 481 1044 2100 -3.53
Hornduras 374 414 200 550 941 982 900 3800 2700 3400 27.79
Jamaica 1243 1353 1300 1564 1260 1964 1910 1886 2196 1852 4.53
Mexico 3692 2069 1494 17 3044 11532 3597 1588 1700 1660 -8.50
Nicaragua 127 32 52 0 0 0 0 173 250 250 7.82
Panama 1025 1273 837 48 849 e 75 393 270 27 -33.24
Peru 2279 1469 1500 664 460 704 460 30 0 0 -100.00
Trinidad and Tobago 3228 2672 2149 3010 2435 1699 1500 1312 1304 1478 -8.31
Venezuela 6500 7040 7762 7893 7242 8634 5892 5919 5466 5759 -1.34
Others 2961 2580 2303 2781 2128 2587 24616 1606 2010 1405 -7.95
TOTAL 211113 225190 185320 201409 246710 226824 212163 296401 230688 255120 2.13
WORLD 1074474 918130 1036062 1249195 1251181 1169047 1285412 1392508 1502185 1519677 3.93
LATIN AMERICA/WORLD % 19.65 24.53 17.89 16.12 19.72 19.40 16.51 21.29 15.36 16.79

SOURCE: Elaborated by the consultant with data from the Food and Agricultural Organization of the United Nations (FAO), FAQ
Trade Yearbook, Rome, 1980, 1982, 1984 and 1987.



Table v.7

SUGAR: EXPORTS FROM LATIN AMERICA AND THE CARIBBEAN
1978 - 1987
(Thousands of metric tons corrected volume)

COUNTRY 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 Annual rate
of change %
Argentina 367 351 484 709 338 739 529 157 109 91 -14.35
Barbados 89 101 122 64 89 73 86 78 88 76 -1.74
Belize 117 97 103 95 104 116 102 96 105 84 -3.61
Botivia 78 127 107 20 43 48 20 17 7 8 -22.36
Brazil 1925 1942 2662 2670 2788 2801 3040 2609 2554 2424 2.59
Chile 31 0 38 12 0 0 0 .0 0 0 -100.00
Colombia 132 278 280 177 293 303 183 294 212 96 -3.48
Costa Rica 87 3 82 57 59 58 84 3 66 85 -.26
Cuba 7231 7269 6191 7071 7734 6792 7017 7209 6703 6482 -1.21
Dominican Rep. 937 1035 793 864 850 956 885 722 481 587 -5.06
Ecuador 40 69 72 53 0 0 10 25 18 10 -14.28
El Salvador 133 164 35 49 56 93 78 115 104 40 -12.50
Guatemala 153 195 210 228 218 404 304 287 373 299 7.3
Guyana 295 280 263 282 265 227 215 230 219 195 -4.50
Haiti 5 10 9 0 6 14 16 0 0 7 3.81
Honduras 23 54 81 76 9% . 106 89 87 95 37 5.42
Jamaica 203 194 135 125 141 157 160 155 146 136 -4.35
Mexico 74 27 0 0 17 15 0 66 219 518 26.14
Nicaragua 104 m 69 89 97 112 106 55 72 51 -7.61
Panama 126 152 145 m 112 137 82 7 68 1 -23.73
Paraguay 0 0 4 0 3 15 0 1] 1" 0 .-
Peru 274 186 54 0 69 9 115 91 55 27 -22.70
Trinidad and Tobago 103 94 64 67 50 63 &7 62 60 55 -6.73
Uruguay 7 0 0 0 15 7 4 8 8 8 1.49
Others 42 39 33 35 37 26 28 25 24 23 -6.47
TOTAL 12576 12848 12036 12854 13465 13361 13203 12464 17 11350 -1.13
WORLD 25072 25985 26832 29142 30427 28981 28497 27750 27200 28295 1.35

LATIN AMERICA/WORLD % 50.16 49.44 44.86 44.11 44,25 46.10 46.33 44,92 43.37 40.11

SOURCE: Elaborated by the consultant with data from F.0. Licht, International Sugar Report, Retzeburg, Federsl Republic of
Germany, 23 May 1989.
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3. Importance of coffee, sugar and cocoa exports for
Iatin America and the Caribbean

Coffee is the most important of the three primary products we are examining,
fran the viewpoint of exports from the countries of Iatin America and the
Caribbean. Moreover, after petroleum, coffee is the region’s most important
export product.

- Export earnings from coffee in 1987 represented 6.6% of the total exports
of ILatin America and the Caribbean, estimated at slightly more than US$ 91
billion. In the period from 1982 to 1986, its average share was 6.7%, as J
opposed to 8.5% in the period between 1972 and 1976. (See Table V.8).

A country-by-country analysis shows that coffee is significant in 16
countries of the region, with Brazil and Colambia ‘being the most important
because of the quantities they export. But from the viewpoint of importance
within total exports, Guatemala is first, since coffee represents 60% of its
export earnings in 1987, followed by Colombia and El Salvador with 39.8%,
Haiti with 26.4%, and with a bit less than a fifth of their exports, Costa

» Honduras and Nicaragua. Coffee does not have the relative importance for
Brazil and Colambia as it does for other countries in Iatin America and the
Caribbean, since their total exports reach very high figures (above US$ 20
billion). Nevertheless, they are important in absolute terms, without taking
into account their great importance within some areas of those countries.

Sugar cames slightly behind coffee for export revenues. Fram 1972 to
1976, sugar earned more than coffee.15/ In 1987 it represented 5.9% of the
region’s revenues, compared with 6.2% in the period from 1982 to 1986 and
11.7% from 1972 to 1976. (See Table V.8 and Annex V.1).

We should point out that although sugar prices have been very low over
the last seven years, all the countries of the region enjoy preferential
prices,16/ at least for part of their exports, owing to agreements they have
with several countries. Almost all of the countries of latin America and the
QaribbeanhaveanexportqtntatosupplysugartotheUnitedStat&, for
which they are paid prices higher than those on the world market. However, the
quantity of sugar they export is considerably less than their exports before



Table v.8

COUNTRIES OF LATIN AMERICA AND THE CARIBBEAN:
PROPORTION OF INCOME FROM COFFEE, SUGAR AND COCOA EXPORTS
IN TOTAL EXPORTS
1872 -1976, 1982-1986 and 1987

(Percentages)

COUNTRY COFFEE SUGAR COCOA

1972-76 1982-86 1987 1972-76 1982-86 1987 1972-76 1982-86 1987
Argentina - - - 3.5 1.1 1.1 - - A
Barbados - - - 32.9 10.0 18.4 - - -
Belize - - - 46.8 33.0 33.0 .2 .2 .2
Bolivia 1.4 1.4 1.4 6.0 - 1.0 1.0 - - -
Brazil ) 16.6 9.3 6.4 10.3 2.1 .7 3.5 2.5 2.0
Colombia 49.4 52.8 39.8 3.8 1.4 7 - - .1
Costa Rica - 25.5 27.5 19.3 61 15 1.2 2 - -
Chile . - - 2.5 - - - - -
Cuba .5 .5 .5 81.0 75.1 75.1 - - -
Dominican Rep. 7.3 12.1 12.1 47.2 29.3 17.3 5.6 7.7 8.8
Ecuador 10.5 7.8 12.3 - -
El Salvador 41.9 59.1 39.8 8.2 ) 4.0 3.8 - - -
Guatemala 29.8 39.4 60.0 10.1 : 5.6 6.2 .1 ) A
Guyana - - - 36.1 32.7 .23.8 - - -
Haiti 32.1 27.9 26.4 5.0 2.0 2.0 - - 1.2
Honduras 18.5 25.5 19.8 1.0 2.8 1.4 .2 .3 3
Jamaica . 1.3 1.3 1.3 12.5 7.9 7.2 9 .9 .9
Mexico 7.7 2.6 3.2 4.4 - .5 - - -
Nicaragua 15.9 26.7 1747 4.7 2.7 - - -
Panama : 11.7 8.8 5.1 10.7 9.9 1.6 1.6 1.6 1.6
Paraguay - - - .7 .7 .7 - - -
Peru 4.7 4.7 4.7 - 1.2 .6 .9 - - -
Trinidad and Tobego - - - 35 114 - - .
Uruguay - » - - - .3 3 - - -
Venezuela ' - - - - - - A A R
TOTAL 8.5 6.7 6.6 1.7 6.2 5.9 1.0 .8 .8

SOURCE: Inter-American Development Bank (1DB), Economic and Social Progress in Latin America. 1988 Report, Washington,
D;C., 1988; Food and Agricultural Organization of the United Nations (FAO), FAQ Trade Yearbook, Rome, 1971
through 1987; International Organization for Standardization (I1S0), 1SO Yearbook, Geneva, various issues; United
“..ions Conference on Trade and Development (UNCTAD), UNCTAD Commodity Yearbook, New York, 1971 through 1986,
and estimations of the consultant.
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the quotas were inaugurated in 1982. The English-speaking countries of the
Caribbean have an export quota with the European Economic Cammumnity,
inherited from the agreement of the United Kingdom with its ex-colonies.
Finally, Cuba has a preferential agreement with the Soviet Union, which buys
Quban sugar at prices much higher than the market price.

) It is important to note that all the countries of Latin America and the
Caribbean produce sugar, unlike coffee and cocoa, which cannot be produced in
all countries due to weather comditions, but it is usually used to cover
damestic demand and is not exported. Countries like Venezuela and Ecuador have
an adequate sugar industry, especially Venezuela, but their whole production
goes to the damestic market. Even so, they do not campletely cover damestic
demand and have to import a certain quantity of sugar.

The most important country both for its sugar exports as well as for the
weight of its total exports is Cuba, with 75% in 1987. Following Cuba, for
their relative figures are Belize with 33%; Guyané, 23.8%; Barbados, 18.4%;
ard the Dominican Republic, 17.3%. For Brazil, second largest exporter in the
region, sugar exports represented only 0.7% of its total revenues in 1987.

Ooooaoaminthixdplaceforourthreeproductsas'ageneratorof
foreign exchange for the countries of the region. In 1987, it represented 0.8%
of total exports, the same as during the period from 1982 to 1986 and compared
with 1.0% in the period from 1972 to 1976. These figures are for exports of
cocoa beans, that is, they do not take into account income from exports of
cocoa paste, cocoa powder and chocolates. If these are taken into acoount, its
importance would increase considerably. (See Table V.8) .

For example, countries like Mexico, which exported in 1987 around USS$ 4
million in cocoa beans, also exported US$ 23 million worth of cocoa paste to
the United States alone; Colambia, with less than US$ 10 million of exports in
cocoa beans, exported to the United States alone US$ 11 million of cocoa
paste; Peru exported cocoa beans, but its exports of paste and powder to the
United States, one of the countries it exported to, totaled more than US$ 7
million.

The most important cocoa exporting countries in the region are Brazil,
Ecuador and the Daminican Republic, in that order for absolute figures. By
percentage of their total exports, the Daminican Republic would be first with
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8.8%, followed by Ecuador with 4.3% and Brazil with 2.0%. Cocoa is significant
for 14 countries in Latin America and the Caribbean.

Taking coffee, sugar and cocoa together, they are clearly important as
generators of revenues for the countries of Latin America and the Caribbean.
In 1987, they represented 13.3% of total exports, against an average of 13.7%
from 1982 to 1986 and 21.1% from 1972 to 1976. In other words, only three
primary products have come to represent a fifth part of the region’s total
exports.

4. Representativeness of the Coffee, Sugar and Cocoa

e and the d of ‘ation

In Chapter IV, we analyzed the representativeness of the prices on the CSCE in
relation to the basic factors of supply and demand as well as the degree of
speculation and its influence on the volatlllty of prices. Here we draw scme
conclusions.

a) Cocoa ard sugar prices over the last 19 years have shown a direct
relation between the evolution of prices and the situation of supply and

b) Coffee does not seem to reflect the fundamental factors in some years,
owing to the influence of the International Agreement, which keeps supply
artificially low.

C) Cocoa amd coffee register 1less speculatlon Cocoa had an average
speculation of 23.5% of reported operatlons over the last 16 months and
coffee 26.3%. ;

d) Sugar is the most speculative contract on the New York Coffee, Sugar
and Cocoa Exchange, with 38.4% of reported operations.

e) With respect to price volatility, sugar is the most volatile, with a
coefficient of variation, standard deviatioxVavérage, over the last 19 years
of 78.4%, campared with 47.4% for cocoa and 46.9% for coffee.

f) Coffee prices have had a relatively stable behaviocur over the last
nine years, fluctuating between 100 and 150 cents a pound, except for the high
prices of 1986.
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g) Sugar recorded the lowest prices, running most of the time below the
production costs of even the most efficient producers.

h) The participation of speculators influences the prices on the CSCE.
Nevertheless, supply and demand determine the price levels for coffee, sugar
and cocoa. Therefore we can state that speculation intensifies price
movements.
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VI. RECOMMENDATIONS AND POLICY ALTERNATIVES
1. Use the CSCE more

The countries of Latin America and the Caribbean that export coffee, sugar and
cocoa should use the New York Coffee, Sugar and Cocoa Exchange constantly and
directly; in that way they can obtain better prices for their products. They
should not continue to use traditional sales methods which only indirectly use
the Exchange, since that way of selling depends completely on the evolution of
world prices. _ .

Coffee, sugar and cocoa are clearly important generators of reverues for
the countries of the region. For that reason, the goverrments and the private
sector of the countries of Iatin America and the Caribbean should try to
obtain better prices for these products. To do so, they should use the
instruments we have already commented on in detail, such as hedging if prices
are expected to decline, and price fixing through executable orders if they
might possibly rise. v

The cost of using the Exchange is small in relation to the amount of
exports. For a hedging operation, an initial deposit of approximately 10% of
the value of the transaction has to be made, plus some additional deposits if
the price moves against the position taken, that is, if prices rise instead of
fall, in the case of an exporter. The money deposited is not lost. It is only
temporally in the hands of the Exchange and will be returned to the exporter
once the operation that he initially made is paid for, plus or minus the
profit or loss he may have had, which will be offset when the physical product
is sold.

In the case of an operation of executable orders, the deposits will be
equal to those of a hedging operation if the services of a camnission house
are used, but they will not be necessary if the operation on the Exchange is
made through a trader to wham the physical coffee, sugar or cocoa was sold.

Many of the countries of the region control currency exchanges. Because
of this, it is difficult in same cases to convince the govermment of the need
to take foreign exchange out of the country to deposit in the Exchange, since
authorization to use foreign exchange is usually given to import products or
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to pay for services. Frequently a goverrment agency that exports has more
difficulty is getting approval to use foreign exchange than the private
sector, owing to the scarcity of foreign currency in the country and the
desire to use it in the best way possible.

The govermments of the region should change their attitude and allow
foreign exchange to be taken cut to be used in the Exchange, since this will
eventually provide more incame for the country.

It should not be forgotten that the fact that a country cdbtains better
prices for its coffee, sugar or cocoa has a positive effect on the market,
often raising prices if they are low or keeping them firm. That is why it is
important that all the countries of Iatin America and the Caribbean use the
Exchange for their exports, since by doing so they will obtain higher prices.

With regards using commission houses or traders for operations on the
Exchange, we already suggested in Chapter ITI that the former should be used
for hedging and the latter for executable orders, and that a commission house
should be used for executable orders only in order to keep the operation

anonymous (which should be done only by a large exporter and in given
moments) .

2. Become members of the CSCE

Besides the above altermative, serious consideration should be given to
becoming members of the CSCE. The New York Coffee, Sugar and Cocoa Exchange
places no obstacles to membership for the countries of Iatin America and the
Caribbean.

The cost of a membership is not high, around US$ 60 000, in comparison
with incame from coffee, sugar and cocoa exports. The Excharnge’s other
requirements, commented on above, are not difficult to meet. Obtaining a
membership is feasible.

Countries that are small exporters could create an association or a
commercial enterprise to obtain the membership.

In considering the costs of membership, the expenses imvolved in having
an office in New York City would have to be taken in account. It could be a
small office. An altermative, less recammendable, is to make frequent trips to
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that city. We reiterate that these expenditures are minimum in camparison with

The benefits of membership are great. It would avoid having to pay
camissions to operate on the Exchange ——although deposits would still have to
be made— and the main benefit is being able to participate in the decision
making in the Exchange about the minimum quality of coffee, sugar and cocoa
—at this time the countries of the region have their prices discounted
because the required quality is very high— the terms of contracts, delivery
periods of the product, ways of sampling quality, etc., which frequently go
against exporters in favour of importers.

The cbstacles to membership in the Exchange came from intermal conditions
in the countries of the region themselves for obtaining financing, either
domestically or externally, and in obtaining authorization to take foreign
exchange out of the country. We mentioned other cbstacles in Chapter III, such
as little or no knowledge of the Excharge, deficient infrastructure for
communications, strong links with steady customers, attachment to traditional
sales systems, among others. '

3. Examine the possibility of establishing coffee, sugar and/or
cocoa_exchanges in countries of the region

A successful futures exchange needs to have the support of the different
sectors involved in the production, marketing and consumption of coffee, sugar
or cocoa. This support would give this market a sufficient daily volume of
ﬁrtumtxadin;sothatthepricewmldrepmsentﬂxerealpriceofthe
product at any given mament.

The sectors mentioned in the more important producing and exporting
countries in ILatin America and the Caribbean of coffee, sugar and cocoa should
be polled to see if they are interested. Speculators should also be consulted,
since, as we mentioned beforehand, speculation is important for the fluidity
of futures markets.

'melargestpxoduoersshaﬂdbeconstﬂtedtoseeifﬂleyareintemsted
in creating a futures exchange for coffee, sugar and cocoa in same country of
the region: for coffee, Brazil, Colambia, Mexico and the Central American
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countries; for sugar, Cuba, Brazil, Colambia, Mexico and Guatemala; for cocoa,
the Dominican Republic, Brazil and Ecuador.

International traders and industrial consumers in the main consumer
areas, should also be consulted, especially the United States, since that
country is the main consumer of coffee, sugar and cocoa fram Latin America and
the Caribbean.

In order to find out what interest speculators might have in such a
project, meetings could be held with business associations in the countries of
our region, where the functioning, characteristics and objectives of the
exchange to be established would be explained. '

Another important point to consider in establishing a futures excharge is
that it should be in a place with good efficient communications by telephone,
telex and fax, since the success of a futures market will depend on the
participation of many enterprises outside that country.

A futures exchange needs a corporation to guarantee all contracts (a
clearing house, see Chapter I, section 7). If the new coffee, sugar and cocoa
exchange were established in Argentina or Brazil, a new clearing house would
not necessarily have to be created, since those already in existence in those
countries —~the grains market in Argentina and the basic products market in
Brazil-—— might be interested in working with the new exchange. If other
countries were chosen, then conversations would have to be held with the
banking sector of the more viable countries.

Finally, a study would have to be made of the current laws in the more
viable countries for the futures market to analyze which offer some specific
advantages. The possibilities of promilgating degrees giving tax breaks or
other advantages for creating a futures market would have to be looked at.

It is important to mention that the existence of a futures market is no
guarantee of profitable prices for producers. When there is an oversupply of a
product, a balanced situation between supply and demand would be a guarantee
for the producers whose prices cover their costs and allow them to have a
reasonable profit margin. As long as this is not the case, the dbjective of
obtaining profitable prices by creating a futures market for coffee, sugar and
cocoa is remote, not to say impossible.
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It should also be kept in mind that the philosophy of a futures market
rests on the free play of supply and demand, without major interference from
govermment measures or controls. Most of the countries of the region have
exchange controls, which might impede the free entrance and exit of capitals
for investment in the exchange. This would affect its adequate functioning.

There are two futures exchanges actually functioning in Iatin America:
the grains exchange in Argentina and the Brazilian Futures Exchange, the
Merchandise Exchange of Sao Paulo and the Mercantile and Futures Exchange in
Brazil. The Argentinean exchange trades grains and apparently has not
functioned successfully, mainly being used to cover the fluctuations of the
Austral against the U.S. dollar and other currencies. The Brazilian exchanges
have been partially successful, since they only function domestically and are
also used to cover fluctuations of the Cruzado.

Establishing a futures exchange for coffee, sugar and cocoa in one of the
countries of ILatin America and the Caribbean would bring the following
benefits:

a) greater transparency in exchange operations;

b) contract conditions, affecting the quality of the products as well as
delivery periods, ports, etc., would be more suitable to the region’s products
than those actually offered by the New York Exchange;

c) demand for banking and commnications services would increase in the
country where it would be established and possibly in some other countries of
the region.

It is obviously highly recommendable that an in-depth study be made of
‘the costs and benefits of establishing a futures exchange for coffee, sugar
and cocoa in some country of the region, observing the feasibility of using
some of the existent exchanges, broadening their radius of action to include
products from all of Iatin America and the Caribbean.

4. Train officials and technicians from the reqion

Directly using the futures exchange in New York implies that the countries of
the region have officials and technicians widely trained in exchange
activities.
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Iatin America and the Caribbean today lacks specialists in futures. This
would be problematic in the beginning for a suitable participation in the
CSCE.

Therefore we suggest setting up training courses, both national and
international. The national courses would have a good number of participants
within one country. Participants from all the countries of the region, one or
two from each, would be invited to the international courses, to be held in a
given country, which would provide a greater number of participants.

ECIAC or same international body, together with a national agency and/or
the New York Exchange, could organize this kind of seminar or course,
obtaining financing to be able to fund at least one participant from each
country. These courses should be brief, no more than a week. The speakers
invited should be specialists from the region, a specialist from the CSCE, and
representatives from traders and comission houses, who would probably pay for
their own expenses, owing to the publicity they would be giving to their
fimms.

The internmational seminars should include a short visit to New York City
toseethe(SCEinactionardtospeakwithﬂaespecialistsoftheEbcc'hange
and traders and commission houses.

ECIAC should continue to develop the details of the seminars or courses.

Notes

1/ Only operations for options and the foreign currency index contract
are allowed (the foreign currency index contract stopped operating in 1987).

2/ Guzmin, Santiago E.M., Cia. de Intercambio Yy Crédito, S.A., Guayaquil,
Ecuador, and Hughes, James V., Lancom Limited, Bridgetown, Barbados.

3/ International traders of coffee, sugar and cocoa are called operators.

Q/‘Ihereisalsoacontractformitesxgar,mtitismttransacted.
wOrldtradeforthiskirdofsugarusestheLmﬂonarﬁParisexdmanges.

5/ Description: indicates the harvest, the selection method or a
camnercial classification.

Condition: If the seed has a good size and shape.

Grade: Percentage of defects.

Count: Number of seeds per kilogram.
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6/ The cammission houses and each broker must register with the National
Futures Association, which is a self-regulating body approved by the
Commission.

7/ W.D. Greenston, "The coffee cartel: manipulation in the public
interest," The Journal of Futures, vol. 1, N¢ 1, 1981.

8/ Ibid.

9/ Arbitrage operations imply the simultanecus purchase of physical
products in a market against the sale of physical products or futures in the
same or another market in order to obtain profits fram the difference in
prices.

10/ The Cammodity Futures Trading Commission registers the participation
of foreign firms in the Exchange (reportable positions), but does not publish
this information, considering it to be confidential.

11/ The participation of the countries of Iatin America and the Caribbean
in the CSCE in a nine-month period, from mid-1976 to early 1977, only averaged
1.9% of the reportable open positions (Source: Commodity Futures Trading
Commission, M. Powers and P. Tosini: Commodity Futures Exchanges and the
North South Dialogue). This participation was only significant for the Coffee
Contract —16%, having reached 25% of the total in one of the months—— which
could be explained by the activities of the Pancafé group, which was very
active in the period mentioned trying to raise the prices for this product.

12/ The coffee, sugar and cocoa exporting countries of Iatin America and
the Caribbean generally use the CSCE, directly or indirectly, to fix the
price of their product (except Brazil for coffee, since the kind it produces
is traded on Eurocpean exchanges). The exporting countries in other regions
usually use the European exchanges.

13/ Comitments of Traders in Cammodity Futures, CFIC, Washington, D.C.,
a monthly publication.

14/ The N® 14 sugar contract does not record speculative operations owing
to the small volume traded. Therefore it was not taken into account in this
analysis.

15/ Sugar reached its highest prices in history in 1974/1975.

16/ Except Chile, Nicaragua and Panama. These last two had their export
quota to the United States taken away because of political reasons. Only
exports are considered, and Chile is mentioned for having exported between
1978 ard 1981. ;
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