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SOME EXPLANATORY NOTES AND DEFINITIONS

I. Production

The production of Brazilian coffee is 
reckoned in bags of 6o kilos (approximately 
132 lbs.). The picking of the crop begins 
at the end of April, but the coffee does not 
begin to reach the ports until July, and the 
market year of the crop is therefore taken as 
beginning on July ist, i.e. the crop which began 
to be picked in April 1931 is spoken of as the 
crop of 1931-32 by all parties concerned except 
the planter, who naturally calls it the crop of
1931, since for him the picking is the end 
and not the beginning. In this Memorandum, 
for simplicity's sake the market year is referred 
to in all cases, and any planters who may 
chance to read it should carefully note this 
difference as compared with their own normal 
methods of reckoning. Thus the flowering of 
the 1931-32 crop means here the flowering in 
September 1930 of the crop which will begin 
to be picked in April 1931, and which wall be 
marketed from July ist, 1931, to June 30th,
1932. Statistics of the size of crops refer to the 
amount of coffee available for export from 
Brazil or other producing countries, and not 
to the total coffee actually produced for sale 
at home as well as abroad, since the home 
consumption cannot be accurately ascertained.

II. Consumption

Throughout this Memorandum, consumption 
means the statistical consumption, i.e. imports 
modified by changes in recorded stocks. Since 
the recorded stocks do not include stocks in 
the hands of roasters or retailers, this statistical 
consumption corresponds to what may be 
termed market absorption, t.e. the movement 
of supplies from visibility into invisibility, but 
may differ considerably from actual physical 
consumption; where reference is made to this 
last, it is always thus described.

III. P rices

The general price level of Brazilian coffee is 
set by the Santos spot market, and the markets 
of New York, London, Havre, Hamburg and

other consuming centres reflect this price level 
in terms of local currencies instead of milreis, 
with the addition of export charges and freight. 
But since Brazil has an inconvertible paper 
currency, the exchange value of the milreis 
is not constant in terms of gold, and therefore 
the value of coffee in terms of other com
modities, i.e. the gold price of coffee, is best 
reckoned by reference to the New York price 
of cents per lb., for variations in export charges 
and freight do not make an appreciable differ
ence over short periods for such a small quan
tity. Throughout this Memorandum, there
fore, the world price of coffee is considered in 
terms of the New York spot price of Santos 
Grade 4, since that grade is considered to be 
representative, and therefore also forms the 
basis of future contracts in the terminal market. 
As regards future contracts, the New York 
market may be said to set the future price, 
and the Santos terminal market normally 
reflects the New York future quotations in 
terms of milreis, t.e. its function is to include 
the expected course of exchange.

For most purposes it is, of course, the gold 
price of coffee which is important, and there
fore the New York spot price is the appropriate 
measurement of price fluctuations. But from 
the planter’s point of view it is the milreis price 
which really matters, since his costs are in 
milreis, and such large items in his costs as 
wages, freight and the prices of home-produced 
materials are slow to reflect changes in the 
external value of the milreis. (As regards his 
profits, however, the planter is much more 
directly affected by the rate of exchange, since 
much of these profits will be spent on imported 
goods, on trips abroad, and so on.) Movements 
in the gold price may therefore have ver̂ ' 
different effects on the planter’s position 
according as to whether the movements are 
due to variations in exchange or variations in 
the milreis price. The matter is further 
examined in the text below, and all that is 
necessary here is to put the reader on his 
guard.

Weights and Currency Units.
I  bag or sack of coffee weighs 60 kilos (132 lbs.). ^
I  arroba of coffee =  15 kilos (i bag therefore contains 4 arrobas).
Currency units. 1000 reis =  i  milreis, and 1000 milreis — i  conto (de reis). The

notation of i  milreis is i§ooo.  ̂ v xi. *.
The nominal gold parity of the milreis was 27 pence until 1926 when an attempt

made to stabilise on the basis of 5'89 pence.
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BRAZILIAN COFFEE

INTRODUCTION AND SUMMARY

en an a^

Br a z i l i a n  coffee has been subjected to 
artificial control of a more thorough, 
prolonged and deliberate character than 
any other raw material of major importance. 

Broadly speaking, artificial control has now 
been exercised almost continuously for thirty 
years, and after a number of ad hoc temporary 
experiments the Government of Sao Paulo and 
the producers in that State were so convinced 
of its benefits and its practicability that in 
1924 control was established on a permanent 
b^is. in due course all the other coffee- 
producing States were persuaded to follow this 
example, while the Federal Government gave 
its general approval and did anything required 
to facilitate the co-operation of the states. For 
a short time all went well, but by 1929 a com
bination of adverse circumstances and bad 
mistakes of policy resulted in a partial break
down of control. All hopes of success as 
measured by the maintenance of profitable 
prices disappeared. But control was not aban
doned : on the contrary, Brazil was determined 
to avoid a return to laissez-faire at any cost, 
and by adapting the aims and methods of con
trol to the altered conditions of the situation, 
she has now more or less assured a gradual and 
orderly process of liquidation. In Brazil’s 
estimation this is far more desirable than the 
complete economic collapse which under laissez- 
faire must necessarily have preceded recovery, 
even if that recovery might prove to be more 
speedy than it probably will be under control. 
Despite all their troubles to-day and the virtual 
certainty of worse troubles ahead, it is note
worthy that at least in the State of Sao Paulo, 
whose experience of control has been more 
prolonged and more thorough than that of any 
other coffee state, the necessity and desirability 
of control in some permanent, definite, and 
fairly detailed form is not questioned. Even 
if the present crisis were passed, and equi

librium once more in sight, not a hand would 
be raised by the planters in favour of a return 
to laissez-faire. Paulista belief and confidence 
in conscious control remains unshaken, though 
feeling runs high concerning the errors of 
omission and commission which have been so 
largely responsible for bringing the industry 
and the country into its present plight. But 
Brazil is determined to learn the technique of 
artificial control, and remains undaunted, if 
now most perturbed, at the price which must 
be paid for the necessary experience.

This unshaken belief in artificial control 
stands in marked contrast to the present 
attitude of most other groups of raw material 
producers. It is true that control schemes are 
to-day almost as, if not more, numerous than 
ever, but in nearly all cases artificial control is 
looked upon as a temporary measure, necessary 
to combat the effects of the world trade depres
sion, but not in itself constituting the only 
assured hope of reasonable prosperity in the 
future, as is the belief of the Brazilian coffee 
producers. If prices began to rise, and the 
return of prosperity seemed in sight, we should 
not for a time hear much more of artificial 
control in industries such as rubber, cotton, 
wheat, or even probably sugar, copper, and 
tin. Brazil, or at any rate Sao Paulo would, 
however, regard such a turn in events as the 
moment to restore the defence of coffee to its 
original purpose of making the most of pros
perity rather than of combating depression. 
-The explanation of this divergence of views 
lies, of course, in the special economic charac
teristics of Brazilian coffee production, chief 
amongst which is the enormous variation in 
crop yields, and in the very inelastic nature of 
the demand. The primary object of artificial 
control is to remedy the results of these crop 
variations on the coffee producer’s income and 
expenditure : it is not to meet fluctuations in
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consumption due to world trade conditions, or 
to minimise the results of the creation of 
capacity in excess of normal requirements, as 
is the case in most other industries. We are 
badly in need of a popular term to designate 
that form of artificial control which seeks to 
average out over a period the crop yields 
of a capacity, which at average or normal 
yield equals the normal demand, i.e. of a 
capacity correct in amount on the basis of its 
normal yield. “ Restriction " should be re
served for those forms of control in which 
definite restriction of output is involved, and 
not merely a temporary withholding of existing 
available supplies. Valorisation ” is, of 
course, the term most commonly used, especially 
with reference to Brazihan coffee, but if the 
control becomes permanent, this implies the 
raising of price above the normal long-period 
equilibrium level: hence though applicable to 
Brazil’s early experiments, which sought to 
raise the price from a sub-normal level, it 
ceased to be so when control was placed on a 
permanent basis. Incidentally it may be 
observed that valorisation is a term just as 
applicable to all ordinary restriction schemes. 
As valorisation logically came to imply an 
attempt at monopolistic prices, Brazilians 
ceased to use it, and adopted the phrase 
“ coffee defence.” But this carries no special 
reference to any particular kind of control, any 
more than does “ organised marketing,” which 
would be just as suitable. It would certainly 
add to clarity of thought on the subject if some 
distinctive term were sanctioned by general 
usage.* Meantime, however, it would be 
pedantic to eschew the phrase valorisation, for 
this has become so closely identified with 
Brazilian coffee control as to be almost exclusive 
in its reference and meaning. The only prac
tical necessity is to realise that valorisation 
here has little reference to prices : at the most 
it implies the prevention of a temporary fall in 
price which would, if it occurred, be balanced 
by a temporary rise later. This regularisation 
of supplies used to be performed by merchants 
and speculators, and the producer footed the 
bill, at least in the short-period. When the 
producer takes over this function, he hopes to 
be able to perform it more cheaply, and thereby 
to increase or valorise his income. By coffee 
defence, Brazilians mean the neutralisation of 
the influence of crop variations on the short- 
period prices received by the producer : there 
has never been any intention of trying to raise 
the long-period equilibrium price paid b}’ the

* R ogularisation  of supp ly  is a  possib ility , b u t  th is  is som e
tim es used  fo r tho  even  flow of a  crop  m on th  by  m o n th  over 
tho  crop  year.

consumer, nor have any steps ever been taken 
towards that end. This is not to deny that 
Brazil did, in fact, blunder into a policy which 
temporarily raised the consumer’s price far 
above what it ought to have been; but the 
point is that, in doing so, Brazil stepped into 
the shoes of monopoly quite unconsciously, 
and was therefore most surprised when retri
bution swiftly followed.

The gospel of coffee defence or valorisation 
becomes more intelligible after a consideration 
of the nature of coffee crop variations, and of 
v/hat happens under laissez-faire. In the first 
place, it should be noted that a coffee tree in 
Brazil does not bear an appreciable crop until 
the fourth or fifth year after planting : there 
is therefore no possibility of correcting a surplus 
or deficiency of supplies by a rapid adjustment 
of capacity, any more than there is in the case 
of rubber. The yield of coffee trees, how'ever, 
unlike that of rubber trees, is greatly influenced 
by the weather. A concatenation of specially 
favourable weather conditions, other things 
being equal, produces a bumper crop, and 
after that other things do not remain un
changed. For the bumper crop exhausts the 
trees, and is always followed by a short crop, 
while it usually takes another one or two 
seasons before the trees have fully recovered 
their strength and become capable of bearing 
a normal crop. If the weather continues 
favourable, the period of convalescence wall be 
shorter than if the weather is adverse. Sooner 
or later the weather becomes specially favour
able again, and there is another bumper crop, 
initiating another crop cycle. As compared 
with other crops greatly under the influence of 
the weather, the important peculiarity is the 
cycle of potential productivity which exists so to 
speak, in the coffee trees themselves. Thus the 
weather alone cannot produce a bumper crop : 
even if the best possible ŵ eather continued for 
a year after a bumper crop, there could not 
be another bumper crop because the trees 
ŵ ould not be physically capable of such pro
ductivity : conversely, if the trees are in good 
heart, then the bumper crop must ŵ ait upon 
the weather : good weather might result in a 
very quick recovery of potential producti\ ity 
after a bumper crop, but the next bumper crop 
might be delayed if the weather then turned 
unfavourable, and the trees would not even 
give nonnal yields. It is true, of course, that 
a bumper crop of cotton or wheat, for example, 
exhausts the land more than a small crop, but 
the degree of such exhaustion is slight, and it 
very favourable weather is enjoyed for tw-o 
successive seasons, there will be tw’o large 
crops. The yield of cotton or wheat therefore
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varies more or less directly with the weather : 
their crop cycles are really weather cycles. 
But with coffee there are two cycles : when 
both happen to be adverse, i.e. bad weather in 
the year after a very big bumper crop which has 
greatly exhausted the trees, there is an exceed
ingly short crop, and when both cycles intersect 
favourably, i.e. specially good weather when 
the trees are completely recovered from a 
bumper crop and in thoroughly sound con
dition, there is an exceedingly big crop. Now 
we still know very little about weather cycles, 
but it should be observed that the cycle of 
potential productivity is in itself simple, regular, 
and of short duration. In the second season 
after a bumper crop, we know that the potential 
productivity of the trees is on the up-grade : 
this xvill counteract the effects of bad weather, 
but the odds are very heavy against good 
weather resulting in a bumper crop. These 
odds are much smaller in the next season, while 
if the weather has been favourable and con
tinues so, the odds turn in favour of a bumper 
crop from the fourth year onwards. In other 
words, the regularity of the potential pro
ductivity cycle gives some degree of regularity 
to the combined effect of itself and the weather 
cycle, which alone would be far more baffling. 
Whatever the weather, there is the tendency 
towards a crop cycle of comparatively short 
duration : a large part of the surplus of a 
bumper crop xvill almost certainly be required 
the very next year, while the odds are in 
favour of the remainder being required during 
the next two years or so, though the magnitude 
of these odds depends upon the weather. This 
is a great deal more than can be said, for 
example, of wheat or cotton : on the other 
hand, crops which depend solely on the weather 
will not, of course, have the extremes of 
variation to which Brazilian coffee is subject.

The periodical occurrence of a bumper crop 
is, of course, a much more serious problem if 
the consumer's demand for the commodity is 
very inelastic : if it is very elastic, a com
paratively small drop in price would lead to 
the consumption of a comparatively large 
surplus, and it must be remembered that large 
crops mean low costs of production. While 
the price could not be raised very high for the 
short crop, the odds are that it would rise more 
than the increased costs of that short crop, 
and thus help to balance any loss on the bumper 
crop. But the demand for coffee is certainly 
extremely inelastic : of this there is abundant 
statistical evidence, and with the general 
advance in the standard of life, and more par
ticularly the introduction of prohibition in the 
United States, there can be little doubt that in

the last ten years it has become increasingly 
inelastic. Broadly speaking, actual physical 
consumption varies to a quite insignificant 
extent with the price of green coffee, not only 
because colTee is a staple drink in all those 
countries where it is at all extensively used, 
but also because the price of green coffee forms 
less than one-third of the cost of coffee to the 
final consumer, and the other two-thirds, repre
senting distribution and processing costs, are 
virtually fixed and unchanging so far as the 
short-period is concerned. Hence the surplus 
of a bumper crop cannot be forced into con
sumption, whatever the price : it must either 
be destroyed by the producers, or it must be 
carried as stocks, over and above the stocks of 
convenience, until required to make good the 
supply from sub-normal crops. Under laissez- 
faire, this carrying-over of the surplus was the 
function of merchant speculators. Competition 
among them would ensure that the producer 
got a price not markedly out of relation to the 
costs of the operation, allowance being made 
for the degree of risk involved, but these costs 
are so heavy that such a price would be very 
much below the normal price. When the short 
crop eventuates, the speculators liquidate the 
surplus stocks which they have been carrying, 
with the result that the supply available is near 
the normal, and therefore the producer obtains 
little more than a normal price for his short 
crop, despite its probably high cost of 
production.

In such circumstances, the producer feels 
that he suffers a double injury, and in the case 
of Brazilian coffee, since a bumper crop is at 
least mainly balanced by a short crop the very 
next year, the planter had the mortification of 
seeing the coffee which he had produced one 
year sold to the consumer a year or eighteen 
months later at a price perhaps half as much 
again or more as that which he had received 
for it. The merchant speculator seemed to 
him an outrageous profiteer who waxed fat 
upon his ruin. If only that surplus could 
have been kept off the market one year, all 
would have been comparatively well I Further, 
he had deep-rooted suspicions that the pos
session of this surplus enabled the speculator, 
by arranging his sales, to push down the price 
for the few months at the beginning of the 
next crop year when the fanner had to sell, 
subsequently allowing it to rise to the normal 
leve l: thus the farmer reckoned that he did 
not get the full price which he ought to have got 
for his short crop. He felt the merchant 
speculator played with loaded dice all along 
the line, lo  such feelings the Government of 
Sao Paulo, and the Federal Government of
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Brazil, lent sympathetic ears. The former was 
interested because coffee is the foundation 
of the whole economic life of the State, and 
therefore determines the volume of the State 
revenues, while the Federal Government was 
interested because coffee exports, which form 
over 70 per cent, of Brazil's total exports, 
virtually determine the rate of foreign exchange; 
coffee provides the sterling and dollars required 
for the service on foreign loans.* A bumper 
crop, and the resulting drastic fall in the price 
of coffee, threatens the solvency of the country 
and its whole economic stability. The Federal 
Government, however, has never been too 
eager to defend coffee for fear of jealousy on 
the part of other states at what appears to 
them preferential treatment to the politically 
powerful coffee interests ; it is not easy to 
convince the north and the south that coffee 
defence is necessary for the maintenance of 
exchange, or for that matter that the main
tenance of exchange is of any considerable 
importance to them. Hence the Federal 
Government has never taken part in attempts 
at valorisation unless and until the situation 
has reached a stage when action of some sort 
seemed imperative. The initiative has always 
come from Sao Paulo, where political success 
depends upon the contentment of the planters 
and of the innumerable interests concerned 
directly or indirectly in the price of coffee.

The first valorisation scheme was started 
in 1906 to meet a situation which was already 
bad as the result of an excessive expansion of 
capacity during the 'nineties, and which was 
rendered absolutely critical by the prospect of 
a huge bumper crop. This crop proved to be 
over 23 million bags as compared with a world 
consumption of Brazilian coffee averaging 
about 11-12 million bags. Sao Paulo might 
have taken much the same action if there had 
been no such excess of capacity, and the only 
problem had been the bumper crop, but un
doubtedly it was the combined effect which 
induced the taking of the plunge on this first 
occasion. A first step towards artificial control 
had, however, been taken in 1902, when all 
new planting within Sao Paulo had been pro
hibited for five years. This prohibition was 
subsequently extended for another five years. 
Up to 1906 or 1907 new trees planted before

* I t  shou ld  be observed  th a t  as  reg a rd s  exchango th e re  is 
considerab le  d ivergence betw een  th e  p o in ts  of view of Sao P au lo  
a n d  th e  F ed e ra l G overnm ent. T h e  la t te r  n o rm ally  w a n ts  a  
h igh  exchange, o r a t  le a s t s ta b ilisa tio n  a t  a  conven ien tly  high 
level fo r  m ak in g  foreign  p ay m en ts . Coffee p lan te rs , ho%vevep 
p refer a  dep recia ting  exchange, since th is  m eans a  h igher m ilreis 
price, a n d  th e ir  co sts  a re  n o t m uch  affected  by  th e  ex te rn a l as 
opposed to  th e  in te rn a l v a lu e  of th e  railreis. T h e  com m unity  
of in te re s t arises because rising  coffee p rices u su a lly  m ean  n sm g  
exchange, a n d  from  th e  p lan te rs  p o in t of view  th e  benefits of 
th e  fo rm er u su a lly  outw eigh th e  d isad v an tag es of th e  la tte r .

1902 were, of course, coming into bearing, but 
after that there was no addition to capacity 
for another ten years, and this undoubtedly 
contributed very greatly to such success as 
was achieved by the valorisation scheme, and 
to the comparative prosperity for the three or 
four years from 1911 onwards. With an 
expanding consumption the excessive supplies 
were bound to be absorbed sooner or later, if 
no expansion of capacity was permitted— a 
feature of the situation which has not perhaps 
received due attention from students of this 
first valorisation scheme.

The valorisation took the form of purchases * 
of coffee in the world’s markets, which were 
then stored until the price rose and they could 
be sold at a profit. The states of Sao Paulo, 
Rio and Minas at first co-operated in drawing 
up a joint scheme, but the Federal Government, 
when called upon, refused to do its part on the 
financial side, and eventually Sao Paulo was 
left to take action alone. The resources of the 
Sao Paulo Government, however, were quickly 
exhausted, and so the aid of a group of New 
York merchants was enlisted. Before long 
their resources also became exhausted, and 
help was then obtained from a consortium of 
London and New York bankers who made 
large advances. At the peak point which was 
reached early in 1908, the Sao Paulo Govern
ment and its allies were carrying rather over 
10 million bags. The fall in price was at last 
stemmed, and towards the end of that year a 
rise began. The bumper crop had been fol
lowed by a small crop, and the crop of 1908-9 
was still sub-normal, but though this made 
matters easier, the combined deficiency was 
far less than the surplus. At the end of 1908, 
however, the bankers became satisfied that a 
successful liquidation was possible, and even
tually a scheme for a £15,000,000 loan and 
liquidation over ten years was drawm up. The 
bankers required the Federal Government’s 
guarantee for this loan : this was given, and so 
finally the Federal Government was drawn in. 
The loan apparently provided little new money : 
it simply replaced all the various advances which 
had been obtained, and consolidated the whole 
position. During the next five years liquida
tion of the stocks proceeded in an orderty 
manner to the accompaniment of steadily rising 
prices, and by 1914 the loan had been entirely 
repaid. The"Sao Paulo Government, however, 
still held some 3 million bags stored in Germany 
and Belgium : this was commandeered by the
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former during the War, and it was not until 
the Peace Conference awarded an indemnity 
to Brazil for this seizure that the accounts of 
the scheme could be completely closed.

No attempt will be made in this Memoran
dum to provide a detailed history of this 
valorisation. It offers various points of con
siderable interest as the forerunner of the more 
fully developed control which has since been 
attempted, but apart from this aspect it now 
possesses historical interest only, and the above 
outline will suffice. Attention has been drawn 
to the prohibition of new planting, the import
ance of which wall be more fully appreciated 
when the history of the last ten years has been 
recounted. Brazil did not take this lesson to 
heart, but she did learn a good deal about the 
practical economics of stock-holding. More 
particularly she learnt that the holding of 
large stocks for long periods at the chief centres 
of consumption is not only extremely costly, 
but that these stocks hang over the particular 
market concerned and weigh down upon the 
price in that market, since buyers know that 
the stocks can be had at a moment’s notice, 
and that therefore there is no need to buy ahead, 
as would be the case if supphes could only be 
obtained by shipment from B razil: equally 
buyers know that such stocks will not be 
readily transferred to other centres, since this 
involves considerable additional expense. If 
these stocks had been held up-country in 
Brazil, or even at Brazilian ports, the actual 
cost of storage would have been much smaller, 
while the depressing effects on the price in 
particular consuming markets would have 
been avoided. These were important lessons, 
and they were to be demonstrated positively, 
and not merely negatively, on the occasion of 
the next valorisation, when, owing to the War, 
shipment abroad was impossible and the stocks 
had perforce to be accumulated within Brazil.

The chief lesson, however, concerned the 
general virtues of valorisation as opposed to 
laissez-faire. The accounts published by the 
Sao Paulo Treasury show a profit of about 
£10,000,000, but these accounts ingenuously 
include on the assets side the proceeds of the 
special 5 francs sur-tax which was levied to 
defray the interest charges of the loans obtained 
for the purchase of the coffee. The proceeds 
of this tax amounted in all to nearly £20,000,000, 
and while it can be argued that the prices ruling 
from 1910 onwards were above what the 
statistical position warranted, and that there
fore the consumer was paying a share of the 
tax, this share can hardly be put at more than 
one-half, which would thus wipe out the 
apparent profit. What is certain is that the

bankers and the merchants made small for
tunes out of the operations, but again it is 
impossible to say how far this was at the 
expense of producers or consumers. The truth 
is that the success or failure of such a scheme 
cannot be reckoned in monetary gains or 
losses : we know that the planters contributed 
nearly £20,000,000 in taxes, but we cannot 
say whether they would have been better off 
under laissez-faire, because we have not the 
least idea of the course which prices would 
have followed in the absence of valorisation : 
certainly the price level would have been 
much lower, but how much lower cannot be 
determined or even estimated. Weighing a 
great deal more evidence of various kinds than 
has been presented here, my own conclusion 
is that on the whole Brazil suffered considerably 
less than she would have suffered under laissez- 
faire. But such conclusions, whether right or 
wrong, are not of much importance. What 
really matters is that the coffee interests of 
Sao Paulo believed whole-heartedly in the 
success of the scheme, and were convinced that 
valorisation was the solution for all similar 
difficulties in the future.

When, therefore, in the second half of 1917, 
actual and prospective supplies were so heavy 
relative to the demand that the price began to 
fall rapidly even from an existing sub-normal 
level, the obvious remedy was to embark upon 
another valorisation. It has been observed by 
several writers that the trouble in 1917 was 
really the fall in demand consequent upon the 
W ar; Central Europe had to obtain its supplies 
of coffee in a roundabout way through other 
nations, and was unable to buy so freely, while 
in any case there was a great and increasing 
shortage of shipping, and the combined result 
was a serious accumulation of stocks in Brazil. 
It is true that these difficulties became more 
acute in the latter part of 1917 as the Allied 
blockade was tightened up, and there is no 
question that a reduced demand was a most 
important factor in the situation. But the fall 
in prices was undoubtedly precipitated by the 
flowering in September 1917, which promised 
a bumper crop the following year, and it was 
this which seemed likely to make an already 
difficult situation little short of critical If 
the trouble had been solely the reduced demand, 
valorisation would have been a hopeless policy! 
for there was little prospect of an early recovery 
of that demand to the super-normal level 
necessary to absorb accumulated stocks. But 
the trouble lay at least as much in the prospect
of the bumper crop, and therefore valorisation 
had some rational basis.

As before, Sao Paulo took the initiative
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but since foreign borrowing was impossible, 
the hnance required had to be raised within 
Brazil, and for practical purposes that meant 
by or through the Federal Government. The 
Federal Government, however, had been con
vinced of the profitable character of valor
isation, and its attitude was by no means so 
adverse as it had been in 1906. Eventually 
the Federal Government agreed to issue paper 
money as a loan to the Sao Paulo Government, 
any profits accruing from the operations to be 
divided equally between them. With this 
money, and by some borrowing on its own 
Treasury notes, the Sao Paulo Government 
bought rather over three million bags of coffee, 
with the result that the monthly average price 
of spot Santos 4’s at New York rose from 
9-47 cents in November 1917 to over i i  cents 
in April 1918, which level was nearly main
tained for the next two months. Then at the 
end of June came the great frost, and the 
success of the valorisation was assured in the 
same night which brought temporary ruin to 
the vast majority of planters. The frost was 
so severe that it reduced the anticipated 
bumper crop, then being harvested, to the 
dimensions of a very small crop, while the 
damage done to the trees promised a very 
much smaller crop still in 1919. Prices rose 
swiftly as the full extent of the damage was 
realised, and had reached over 15 cents by 
November 1918. The Armistice then opened 
the prospect of a revival in demand, and the 
price shot up to over 22 cents, which was the 
average for the first half of 1919. With the 
certainty of an incredibly small crop, and with 
a demand now become insatiable, the price 
averaged no less than 27 cents in the second 
half of the year. The Sao Paulo Government 
was able to dispose of its holdings of coffee at 
an enormous net profit, which is said to have 
been of the order of £4,000,000 to £5,000,000. 
and this is by no means improbable. ]\Iany 
planters had, of course, been ruined by the 
frost, but that had nothing to do with valor
isation. What valorisation had done ŵ as to 
give all of them a much better price for their 
1917 crop than they w'ould otherwise have 
received. Accordingly, they were more than 
ever convinced of its virtues, while the F'ederal 
Government and the Sao Paulo Government, 
though not of course blind to the luck wiiich 
had rescued them from what might othenyise 
have been a prolonged and difficult liquidation, 
were nevertheless inclined to believe that God 
was indeed a Brazilian,* and had set the seal 
of his approval on their actions.

^ T h is  p h rase  rises co n tin u a lly  to  B raz ilian  lips. On 
rep ea ted  occasions fro st o r  ra in  h av e  been sen t to  rescue th e  
coffee in d u s try  from  critica l s itu a tio n s.

Consequently, when the post-war boom 
collapsed at the same time as the relatively 
large crop of 1920-21 was being harvested, 
and the price of coffee glissaded from 23'5 cents 
in June 1920 to 9*5 cents at the beginning of 
1921, while exchange more or less followed 
suit, recourse was had to valorisation almost 
as a matter of course. On this occasion the 
Federal Government took control at the start, 
largely perhaps on account of the exchange 
position. The history of coffee defence as 
distinct from intermittent valorisation schemes 
now begins, for in October 1921 a measure for 
permanent valorisation was introduced into 
Congress. The story from this point onwards 
forms the main subject-matter of this Memor
andum. It will be convenient, however, to 
present here a very short summary, partly to 
provide the reader with a general conspectus, 
and partly as a necessary prelude to some 
general remarks and conclusions on the whole 
subject.

The valorisation of 1921 was again carried 
to an extremely successful conclusion, and the 
whole of the coffee purchased w'as sold by 
F'ebruar '̂ 1924. Meantime a permanent scheme 
of control had been estabhshed by the Federal 
Government which took the form of regulating 
the amount of coffee entering Santos each day, 
any surplus to market requirements being 
stored in special warehouses. During 1923 
this regulation of entries and the disposal of 
the accumulated stocks were conducted con
jointly, and the former was continued after the 
latter was completed, so that the market was 
at no time over-supplied, either by the liquida
tion of the stocks or by the surplus of the large 
crop of 1923-24. On July ist, 1924- a-bout 
4J million bags, constituting the surplus of 
this crop, w'ere being held up-countiy, in State 
warehouses constructed as part of the scheme, 
against the short crop which it had been rightly 
anticipated w'ould follow' in 1924-25. But 
there had been earlier a ver}' significant 
political event, for at the end of 1922 a Minas 
man had been elected Federal President. 
President Bernardes was averse to valorisation 
schemes, and still more so to the idea of per
manent control. Until the liquidation of the 
1921 purchases, however, his hands ware tied, 
and he could not reverse the policies of per
manent regulation initiated by the previous 
regime. By the summer of 19^4 he was free 
to do so, and the result of prolonged discussions 
and negotiations w'as the handing over of the 
task of defending coffee to the Government of
the State of Sao Paulo.

i:)uring the next two years (1925 and 1920) 
the Sao Paulo Coffee Institute, which was in
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effect a State Department established by the 
Scio Paulo Government for the purpose of 
administering the permanent defence scheme, 
was primarily engaged in constructing the 
edifice required for full and complete control. 
But the regulation of entries into Santos was 
maintained, and this form of control was 
reinforced by inter\'ention in the Santos market 
whenever the price showed any tendency to 
decline unduly, or when “ bear ” raids seemed 
to require a counter-attack. But during these 
years the supplies available were barely 
adequate to meet the demand, and the main
tenance of prices at a relatively high, though 
in general declining, level was chiefly due to 
natural economic factors and not to artificial 
control, though the latter was undoubtedly 
effective in curtailing the much larger fluc
tuations of price which would otherwise have 
taken place. Control during these years may 
be judged to have been conducted with con
siderable skill and \vith benefit to the producer, 
even if it made little difference to the average 
level of prices. Towards the end of 1926, the 
hitherto arbitrary control of Santos entries 
was replaced by an automatic system, under 
which the monthly entries were to be based 
on the actual exports of the previous month : 
thus, if increasing exports showed an increasing 
world absorption, supplies would increase the 
foDowing month. Later, a greater elasticity 
was introduced by the institution of a system 
of supplementary entries whenever the New 
York price rose to any appreciable extent, 
such supplementary entries being discontinued 
if the price relapsed. But a far more important 
development, which also took place at the end 
of 1926, was the conclusion of a loan of 
£10,000,000 from London, and the resulting 
organisation of the Banco do Estado de Sao 
Paulo for the special purposes of discounting 
the bills of lading of coffee despatched by the 
producers to the regulating warehouses, and of 
giving mortgages on coffee plantations, though 
the Banco was not precluded from any ordinary 
banking business. The possibility of holding 
large stocks was, of course, conditioned upon the 
ability of the planter to obtain sufficient cash 
to carry on cultivation ; and by standing ready 
to discount any bills of lading which the 
ordinary banks might be unwilling or unable 
to discount, and by providing further facilities 
for obtaining mortgage loans on the actual 
plantations, the Banco do Estado was to ensure 
that the planter's needs would be adequately met.

This provision of a substantial financial 
basis was not achieved a moment too soon, for 
the flowering of the trees in 1926 had given 
promise of a bumper crop in 1927, though the

full size of this bumper crop was not realised 
until harvesting began in May and June. The 
Sao Paulo crop proved to be over 17 million 
bags, and the production of the other States 
over 8*5 million bags, making a total supply of 
26 million bags against an exportation from 
Brazil of rather less than 14 million bags in 
each of the previous two years. Seeing that 
stocks carried over in the Sao Paulo regulating 
warehouses on July ist, 1927, were no less than 
3*3 million bags,* the outlook was for a carry
over of about 15 million bags on July ist, 
1928, while at the peak the stocks would be 
well over 20 million bags.

The outlook was, in fact, as terrifying to the 
other coffee-producing States as to Sao Paulo, 
and they were at last persuaded to join with 
Sao Paulo in meeting the situation by adopting 
essentially the same measures of control. For 
practical purposes it may be said that Brazilian 
coffee producers from the summer of 1927 
onwards have presented a united front, though 
the other states have never been so enthusiastic 
as Sao Paulo. Without adequate finance, 
however, this mere extension of control made 
little difference, and the price of coffee was 
obstinately falling. The hopes of consuming 
interests, and the fears of Brazilian producers, 
that a breakdown of control would ensue were, . 
however, ended by the provision of large , 
additional supplies of money from London in 
September. The crisis was virtually over, 
prices rose rapidly from less than 17 cents | 
in August 1927 to 23 cents in March 1928, 
and were then maintained at that level for tlie 
rest of the year. Paulista faith in artificial 
control thus seemed to have been more than 
justified, and though the carry-over on July ist, 
1928, was 13 million bags, the 1928-29 crop for 
ail Brazil was less than i i  million bags, so 
that a substantial reduction would inevitably 
be effected during the coming season. Further, 
all experience indicated sub-normal crops for 
at least two or three seasons after such a 
bumper crop, and therefore the surplus would 
rapidly disappear, for since the world’s visible 
supplies were so low, it was reasonable for 
Brazil to maintain an interior stock of at least 
3 or 4 million bags.

So far as the statistical position and its 
prospects were concerned, such an outlook was 
not unreasonably optimistic. The Institute 
had survived the storm in a remarkable way, 
and, though heavily laden, there was no

* T ho  I n s t i tu te 's  p o licy  in  allow inf; su ch  a  ca rry*ovor in  
th o  face of a  b u m p e r c ro p  m a y  bo sh a rp ly  criticised^ b u t  th e re  
is so m e th in g  to  bo sa id  in  i ts  defence. T h e  m a t te r  is d iscussed  
on  p . 37 below .
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apparent reason, so far as could be seen from 
the bridge, why she should not eventually reach 
port. But the captain and the crew did not 
realise that well beneath the water-line the 
ship had sprung at least two big leaks, which 
were daily increasing. One was the extent of 
the new planting which had been taTohg place 
within Brazil during the last few years, and 
which was now proceeding at a pace far in 
excess of any probable increase in consumption. 
Admittedly the effects would not be felt for 
another year or two, and the full effects not 
until still later, but the fact remained that, 
other things being equal, Brazil would shortly 
have to face the problem of excessive capacity 
as well as the problem of crop variations. 
Once the size of the normal crop began rapidly 
to increase as the result of increasing capacity, 
the disposal of any surplus stocks would 
obviously be full of difficulty. The second 
leak, however, was immediately the more 
serious. The bumper crop of 1927-28 had 
been financed not on the basis of the planter's 
minimum requirements of cash for the con
tinuance of cultivation, but on the ordinary 
commercial basis of the current value of the 
coffee offered as security. The latter was far 
higher than the former, even on the most 
generous basis, and the vast majority of the 
planters had more money in their pockets by 
the end of 1927 than they had ever had before 
in all their lives : moreover, their immediate 
income prospects were little short of entrancing. 
This superfluity of cash led to various results, 
of which the most significant, apart from the 
new planting already mentioned, was the 
generation of a general trade boom, with the 
inevitable accompaniment of an expansion of 
bank credit to a most dangerous extent. The 
whole banking system of Sao Paulo was daily 
becoming less able to finance large stocks of 
coffee in addition to the increased credit require
ments for general industrial and commercial 
purposes, swollen as these were by the hectic 
trade activity. An increasing strain on the 
foreign exchanges developed, but for a time this 
was neutralised by heavy new borrowing of 
capital from abroad, and the Federal Govern
ment appears to have been equally oblivious of 
what was happening. At the back of the coffee 
situation was the financial situation in Brazil; 
there lay the key to the whole situation, but the 
world was concentrating its attention so closely 
on the statistical position of coffee that few, if 
any, observers troubled to glance at the returns 
of the Sao Paulo banks, though these were 
telling a most interesting and a very different 
tale.

Even the superficially satisfactory and

hopeful appearance of affairs in the early part 
of 1928 was, however, completely destroyed by 
the flowering of the next crop in September. 
What had been deemed virtually impossible, 
now happened, for this flowering gave almost 
certain promise of a second bumper crop 
following at only one year’s interval after the 
previous bumper crop. Unless there was a 
devastating frost in 1929, there was clearly 
small hope of successfully liquidating the stocks 
already accumulated if these were now to be 
swelled by the surplus of another bumper crop, 
quite apart from any question of Brazil’s 
capacity to finance such stocks, and quite apart 
from the increase in normal capacity which 
would shortly result from the heavy new 
planting. From September 1928 onwards it 
was clear that nothing short of a miracle would 
enable the ship to reach port. But the exact 
moment when the ship would founder, could 
not be predicted with any accuracy on the basis 
of the information publicly available. As the 
months passed by, the worst fears as to the size 
of this second bumper crop were realised: it 
proved to be larger by 3 millionjsags.than even 
the 1927-28 crop. But consuming markets 
appear to have thought that there would be no 
difficulty in financing it, and that therefore the 
crash would not take place until 1930 at the 
earliest. How far this conclusion was based 
upon the idea that Brazil had sufficient resources 
without the need for further foreign borrowing, 
or how far upon the idea that further foreign 
assistance would be readily supplied, it is 
difficult to say. Wdiat can be said, is that the 
world thought that one or the other would be 
true, and the same applies to opinion within 
Brazil. The crash came quite unexpectedly in 
October 1929 because neither proved true : the 
Sao Paulo Institute and the Banco do Estado 
ran short of money for the discounting of bills 
of lading, and foreign assistance was not forth
coming in the existing world financial condi
tions. It is always easy to be wise after the 
event, but it may perhaps be obser\ êd that if 
adequate attention had been given to the credit 
and banking conditions in Sao Paulo, it should 
have been clear that such huge additional 
stocks could not have been carried without 
further assistance : London alone could really 
be expected to supply such assistance, and 
while this might have been given in the summer, 
any such possibility was finally disposed of in 
mid-September by the perturbation following 
the Hatry affair. Nevertheless, it would have 
needed great self-confidence for an operator to 
go against the expectations of all his fellows, 
even if he had himself appreciated the true 
situation sufficiently quickly.
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The second bumper crop had not been 
altogether a matter of sheer bad luck, though 
undoubtedly the weather played a big and 
perhaps the biggest part. The prosperity of 
preceding years, however, had led to more 
intensive and careful cultivation of the trees, 
and this had resulted in greatly increased 
powers of recuperation. Moreover, on many 
of the older estates small sections, which had 
been abandoned during the preceding year or 
two, had been rescued from the weed growth, 
and by heavy manuring made to give a reason
able yield : the cost of the operations could be 
recovered in a single season at the 1927-29 
price level. In addition, the number of young 
trees planted from 1922-25 was not incon
siderable, and in 1929 these contributed an 
appreciable part of the crop. It should, 
however, be emphasised that the much more 
extensive planting which began about 1926 had 
nothing whatever to do with the bumper crop 
of 1929, for the reason that these trees were 
not yet in bearing. As in the case of the 
British rubber control, the failure of which 
was popularly ascribed to new planting by 
Dutch natives as the result of artificially high 
prices, whereas, of course, no tree planted 
during the control WcLS yet in bearing when it 
was removed, so now with, coffee, much the 
same error of ante-dating developments has 
been committed by many observers. But of 

, course the potential excess capacity, represented 
by the new planting from 1926-29, disposed of 
any reasonable possibihty of a restoration of 
prices to the levels existing before the crash. 
The price would inevitably have to dechne to 
a level which would eliminate a sufficient 
quantity of the highest cost capacity, however 
much Brazil might seek to prevent it. Many 
foreign observers, however, thought that all 
control would necessarily be abandoned and 
the situation left to right itself. But they 
were wrong in supposing that the resources 
and resourcefulness of the Sao Paulo Govern
ment and the Institute were so completely 
exhausted as to compel a return to laissez- 
faire, while they were ill-informed as to the 
Paulista state of mind regarding the situation. 
This was radically different from the opinion of 
consuming markets, which fully appreciated 
the sigmficance of the crash. For months Sao 
Paulo viewed the crash as a mere market break, 
precipitated by the enemies of coffee defence. 
All that was necessary was to procure more 
money from abroad— London would obviously 
provide this when it had realised the position 
— and then control could be re-established, 
the price raised, and prosperity resumed. Even 
to-day the Paulista is only half awake to

the realities of his situation, and though the 
leaders woke up more rapidly, even their 
awakening has been painfully slow.

The developments and issues of the last tw'o 
years are, however, so complex and debatable 
that a short summary runs great risks of being 
misleading : any considerable “  boiling-down ” 
of the contents of the last two sections of this 
Memorandum seems almost as inadvisable as it 
would undoubtedly be difficult. Our outline 
will therefore be terminated here, not because 
the last two years lack interest for the economist, 
and still less for the student of artificial control 
schemes, but primarily for the reason that 
sufficient time has not yet elapsed to make 
possible that confidence in the choice of 
perspective which justifies the omission of any 
considerable amount of detail, and the con
centration of subject-matter which that alone 
makes possible. This is not to say that the 
author is unprepared to offer any conclusions 
relating to these more recent developments—  
his conclusions, such as they are, will be found 
in Sections III and IV— but simply that con
clusions cannot be offered with the same degree 
of certainty, and therefore of brevity, which is 
possible in the case of the more distant history. 
Even the period up to 1929 is still so close as 
to preclude any full and final judgment, but 
certain matters at least can be singled out as 
unlikely to lose the importance which they now 
seem to possess, and general judgments thereon 
seem unlikely to require significant modi
fications. From a number of such matters as 
are considered in the Sections dealing with the 
conduct of defence up to the crash of 1929, a 
selection has been made for summary presenta
tion here.

In the first place, the influence of th^ 
defence operations in raising prices above the 
average level which would have obtained under 
laissez-faire has commonly been greatly over
estimated. The principal effect of the various 
forms of control exercised during the period 
1922-26 was to minimise the fluctuations of 
prices which would have ensued under laissez- 
faire. This greater stability of prices was 
achieved with comparative ease, because 
supplies over the period as a whole were barely 
sufficient to satisfy the world's requirements for 
consumption, and therefore stock-holding opera
tions were comparatively easy because of 
relatively small dimensions and short duration. 
While there can be no certain answer, it seems 
probable that the benefits which the producer 
secured by and through this greater price 
stability considerably outweighed its cost to 
him. In these years the defence scheme was 
performing its primary function of averaging
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out variations, but it was not raising the 
average level of prices above what it would 
otherwise have been. Incidentally, therefore, 
such new planting as took place during these 
years was not the result of artificially high 
prices; and most of i t*  would have taken 
place in any case, assuming that new pro
ducers correctly estimated the average level of 
prices under laissez-faire. On the ŵ hole, little 
serious criticism can be made of the Institute’s 
policy up to the end of 1926, and accusations 
that prices were artificially raised above the 
natural average level must be confined to the 
period from 1927 onwards.

Conclusions and criticisms on the mechan
ism of control will be found in Section II, and 
no attempt will be made to present here a 
summary of such detailed and complicated 
issues, for there was no serious mechanical 
breakdown, and it may indeed be said that 
such minor improvements as experience showed 
to be advisable, were forthwith adopted. There 
is, however, one matter in connection with the 
mechanism of control which wall be considered 
here, partly for the sake of convenience, because 
it would otherwise be intruding at every turn, 
and partly because it is so unpleasant that the 
sooner it is disposed of, once and for all, the 
better. I refer to the bribery and corruption 
which accompanied the defence scheme, and if 
I write plainly on this matter, because of its 
tremendous importance in nearly all artificial 
control schemes, any Brazilian reader can 
assure himself by reference to the previous 
Memoranda in this series that for the same 
reason I have dealt with it as plainly where a 
British colony was concerned as well as other 
countries. Experience seems to show that 
corruption is as definite a drawback to artificial 
control schemes as it is to tariffs, and it is as 
impossible for a student of the former to neglect 
it as it would be for a student of the latter. 
The results may not make much difference to 
the effectiveness of the control scheme, but it 
makes a great deal of difference to the whole 
public life of the country exercising the control. 
Brazil, like many other countries in an early 
stage of development, has been fighting hard 
for cleaner politics and a more trustworthy 
Civil Ser\dce : great progress has been made 
during the last thirty years, but the defence 
scheme resulted in a big set-back, and this is 
part of the price which in most cases must be 
paid for the economic advantages of control.

Naturally in such matters an investigator 
cannot quote much specific evidence for his 
statements : he can only weigh the information 
which he has collected from sources which he

* T ho ronson fo r th is  qualificrttion is d iscussed on  p. 16 below.

reckons to be reliable, and take the utmost 
pains to make his summary as fair and well- 
balanced as he possibly can. Broadly speaking 
there were three spheres in which corrupt prac
tices of different kinds were prevalent. The 
first was the Santos market, and to a lesser 
extent other Brazilian markets. Without 
much doubt there was a good deal of private 
speculation in the Santos terminal market, and 
even probably in New York, by the inner 
political circle which virtually controlled the 
Institute’s operations, and by their personal 
friends. Again, some commissarios, and even 
probably some exporters, with friends at court 
often succeeded in getting “ tips ” which 
enabled them to steal a march on their less 
fortunate competitors in respect of their 
ordinary business transactions. It is impos
sible to say how much this kind of thing actually 
interfered with the operations of the control, 
and how much it facilitated them : probably 
on balance it did not make a great deal of 
difference. It is, however, a form of corruption 
which is extremely difficult to check, and even 
to-day it probably continues, though on a 
smaller scale. The second sphere was centred 
on the regulating warehouses. There was for a 
long time what might be described as a definite 
trade in getting coffee through the warehouses 
without appreciable delay, or in advance of its 
proper turn : it is said that at one time, in order 
to secure more or less immediate delivery, it was 
only necessary to go to the proper quarter and 
pay down some 20§ooo per bag. Again, the 
officials in charge of a warehouse could easily 
hold back a few receipts pending the arrival of 
a favoured planter’s coffee some months later, 
which coffee would, of course, be released accord
ing to the date of its receipt. This involved 
post-dating the receipts of non-favoured lots, 
and from the point of view of the efficiency 
of the control scheme, such practices made 
little difference: it was simply one man’s gain 
and another’s loss. So much discontent was, 
however, aroused that by 1928 there was little 
short of a popular outcrj', and the Institute 
took specific steps to prevent these irregulari
ties, and apparently with some measure of 
success. In Rio and Jlinas, however, the 
reguladores were simply private warehouses 
licensed for the purpose, and a possibly inten
tional slackness of control on the part of the 
Institutes and Governments of those States 
made irregularities stiU easier, and therefore 
on a larger scale. Early this summer, for 
example, a public scandal was created by the 
discovery that a warehouse in Rio contained 
only 60,000 bags whereas it should have con
tained 300.000 bags: the difference had been
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shipped out, and of course no taxes had yet 
been paid, as this would have resulted in 
disclosure.

Corruption, however, was far more wide
spread, in the sense that more persons were 
concerned, in the third sphere, namely, at the 
up-country stations from which the coffee was 
despatched. Until the so-called ” series" 
system was introduced in 1929, the planter who 
was the first to ship his coffee to the reguladores, 
was the first to get it out. In order to ship he 
had to get raihvay wagons, and since the supply 
was limited, the station agent was supposed to 
see that everyone was fairly treated. Actually, 
the man who bribed him most got all the wagons 
he w ânted, unless indeed he bribed not the 
station agent but some superior official whose 
hints the station agent could not disregard. 
He who bribed least, or did not bribe, had to 
wait. This was by far the most widespread 
and vicious form of corruption, and though it 
made no difference to the control scheme, it 
excited very great discontent and indignation 
until it w'as ended in 1929..

Ordinary smugghng was not a serious 
problem, at any rate in Sao Paulo, for the 
simple reason that it ŵ as not feasible. Road 
transport from the fazendas to Santos is too 
expensive, and all coffee passes into Santos 
over the one raihvay from Sao Paulo city : 
supervision is thus comparatively easy. There 
\vas, however, a little smuggling from fazendas 
in the States of Rio and Minas by road to some 
point on the bay of Rio, and thence by barge 
or sailing boat into the harbour, and also a 
small quantity probably found its way from 
the interior of Sao Paulo dowm the Parana 
river, but the sum-total of all smuggling was 
not si^ificant. In general, therefore, the 
corruption which mattered concerned the 
politicians in high places, and the Government 
officials great and small,* who were engaged in 
operating the control scheme. By 1929 it had 
undoubtedly been considerably reduced, but it 
can never be stamped out, and Brazilian coffee 
defence supplies yet more evidence of the 
tremendous difficulty of maintaining an honest 
administration of any scheme of artificial 
control. This constitutes my second conclu
sion, and it is as important as it is melancholy.

My third main conclusion is really concerned 
with policy rather than with operating tech
nique, though it could be classed under the 
latter heading. It concerns the scale on which 
the producer was financed in respect of his

*« n o t, o f course , confined  to  th e  sp h e re  in  w hich 
Jt o rig ina tes. H e  w ho becom es u n tru s tw o r th y  in  one sp h ere

goniluy susp'eT'

current crop when it was despatched to the 
regulating warehouses. The first really big 
error on the part of the Institute was the 
financing of the bumper crop of 1927-28 on 
the basis of the current price at which coffee 
was selling, when it should have been the 
much lower basis of the farmer’s minimum 
requirements of cash for the continuance of 
cultivation. Planters in Sao Paulo at the end 
of 1927 had far more cash in their pockets than 
they required. It was the high financing of 
this crop which not only strained the credit 
resources of the country, but also caused a 
general trade boom in Sao Paulo. The credit 
resources of the country were therefore not 
conserved for the purpose of coffee financing to 
the extent which they might have been, and 
thus more had to be borrowed from abroad 
than should have been necessary. It is not 
suggested that no foreign borrowing would 
have been necessary if the financing had been 
done on a more reasonable basis, but that the 
dependence on foreign borrowing would not 
have been so complete : it was the almost 
complete dependence on foreign borrowing 
which precipitated the collapse. Another 
serious result of the excessive financing of this 
1927 crop was the stimulus to new planting : 
if the planter had noThad so much cash that he 
did not know what to do with it, and if facilities 
for borrowing more had not been so extensive, 
it is reasonable to suppose that new planting 
would not have assumed the enonnous propor
tions which it did assume from 1927 to 1929. 
The excessively high financing of the 1927 
crop undoubtedly sowed the seeds of eventual 
destruction. Admittedly it would not have 
been easy to reduce the rate of advances. The 
business world is accustomed to the idea of 
advances based upon the current value of the 
security offered, modified by its prospective 
value in the near, rather than in the more 
remote, future. If the Institute, through the 
Banco do Estado, had offered much less than 
the ordinary banks were prepared to grant, 
this would most probably have been inter
preted as a sign that the Institute doubted its 
ability to maintain current prices, and con
fidence would have been badly shaken at 
what was certainly a most critical time. It 
seems indeed that the financing required under 
such a scheme of control is best provided 
exclusively and directly by the control, for as 
long as it is done, even in part, through ordinary 
banking channels, the basis of current values 
must almost inevitably remain. In practice, 
however, the temptation to borrow' as much as 
the world is prepared to lend is probably 
irresistible— a prolonged education of the
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ordinary agricultural producer will be required 
to convince him that the success of such 
control schemes depends upon borrowing on 
the smallest possible scale. The success of 
such schemes in the future, therefore, seems 
likely to depend in practice upon the greater 
caution of lenders rather than on the self- 
denial of borrowers, and it is to be hoped that 
lenders will realise that the rules of ordinary 
crop financing are not applicable to the 
financing of artificial control schemes.

My fourth main conclusion concerns a 
subject to which reference has already been 
made, but which demands more specific atten
tion, namely, the extensive new planting which 
has taken place within Brazil. As has already 
been said, the new planting which took place 
up to 1926 was not directly caused by control, 
since during this period prices were not higher 
on the average than they would have been 
under laissez-faire. This conclusion, however, 
requires some small modification. If we sup
pose that the would-be new producer carefully 
weighs all the relevant pros and cons, it follows 
that under laissez-faire he must allow for the 
possibility of a general bumper crop, and 
therefore a period of very low prices, coinciding 
with the period when his trees reach effective 
bearing age. In other words, he must estimate 
his requirements of working capital not merely 
on the period of, say, five years which must 
elapse before his trees come into bearing, but 
for a possible one, two or three additional years 
during which he will only get very low prices 
omng to a bumper crop in the fifth year. If, 
however, the price is more or less stabilised by 
an artificial control scheme, he can rule out 
this possible prolongation. If he thinks that 
the consumer will bear the cost of this price 
stabilisation, his prospective profits become 
greater than they would otherwise have been, 
while the same will be true, though to a smaller 
extent, if he reckons that the price he must pay 
for stabilisation vnW be less than the loss he 
might incur under the fluctuating prices of 
laissez-faire. Now there is little doubt that 
the popular idea amongst the Sao Paulo planters 
was that the consumer would pay the costs 
involved in the defence scheme : in brief, the 
prospect, as then envisaged by them, was that 
prices would be permanently maintained at a 
profitable level without cost to themselves, 
instead of dropping periodically to a ruinous 
extent. Hence, even though the level of prices 
from 1922-26 was not artificially high, more 
new planting was probably undertaken during 
this period than would have occurred under 
laissez-faire. The amount of new planting 
during this period, however, was not, in fact.

so great as to be a serious menace in the future : 
the available statistics indicate the planting of 
about 250 million trees during these years. At 
their peak production this number of trees 
would not produce more than 4I million bags, 
and this would not be realised for ten years and 
more, during which time consumption might 
be expected to increase by, say, 2 million bags, 
while the yield of the oldest existing trees might 
be expected to show a substantial decline, and 
a certain proportion would be abandoned. 
Much the same may be said of the new planting 
in the other States of Brazil, though in their 
case the control of the Sao Paulo Institute was 
a more definite stimulus, since at this period 
they enjoyed all the advantages of price 
stabilisation at no cost to themselves.* But 
in general the amount of new planting in Brazil 
up to 1926 was not such as to constitute a 
serious excess of capacity in the future, and the 
Institute had no serious reason to worr\’ 
about it.

New planting, however, became a very 
serious problem from 1927 onwards. The 
Institute’s triumphant maintenance of prices 
finally convinced the planter that he could 
look forward with absolute certainty to per
manent stabilisation at a profitable level, and 
this greatly increased the stimulus which, as 
we have just demonstrated, arises from this 
assumption. But the real trouble was that he 
now' obtained ample means to give effect to 
his desires, through the high financing of the 
cheaply produced bumper crop of 1927. Even 
reasonably reliable statistics are still lacking, 
but it seems more than probable that in the 
three seasons, 1927-28, 1928-29, and 1929-30,! 
not less than another 250 million trees w’ere 
planted. Even if the surplus of the first 
bumper crop of 1927 could have been disposed 
of successfully against the continual increase 
in the size of the normal crop as the 1922-26 
plantings gradually came into more and more 
heavy bearing, there was no chance w'hatever 
of the successful disposal of the huge additional 
surplus of the second bumper crop of 1929 
against the still more rapid increase of the 
normal crop resulting from the 1927-30 plant
ings. The Institute would have been w'ise to 
prohibit new planting as soon as the 1927 
bumper crop came into sight, i.e. in September 
1926 : this would have been in time to stop 
planting in the 1926-27 season. Two years

♦  The State  of Minas Geraes was, however. Io\*ying the same 
transport tax  as Sao Paulo, though there was little  or no control
of port entries.

t  Now planting takes place in December and January* and 
though the crash had taken place in October 1929* there was 
a considerable amount of planting two months later* as the land 
liad already been cleared* and the crash was still considered to 
be a mere market break.

f
• »

need forthe vei}'
da®"”* „ uadettako“ g

had ' ! ?  olai

cr* ‘SSibSPwfflpffisnotp .
> t in g  it «

for no . » _:a^tutp\vouI({or DO one woUK

,lone m Sep in th

and of course
the politiaaas
5  ndght hav,
£ .  I  confidence at what
oae.
been procured w th o u t mu 
but by that time the Sao Pau
concerned only ^̂ 'ith po
of prolonging prosperih- to
moment, and since they rea
could not be delayed more i
years, they were not intere
which only mattered four,
ahead. A more detailed stud
of neu' planting, however,
tai'ablv tiiat such a control s
fide for the direct regulation
capacity; as with finance a
matter, there is no haif-wa^
artificial control and laisse:fa\
successful the former must con 
partially

tT ^ 'i  me latter. 
Ihe above reference to th( 

Sao Paulo politicians
®  mam conclusion, whkh is

of the State
used the d * ^ e  1

form a g a J t P'?'>ohlv ft 
some Federal "Gov

^  Paulo.

'528 o iS f^ e m e
The ^ ' . ' “oy be,

Of talmostlarge rmr, • '^ost t

"Od on " V  l i f erf 0 Instil
'SO in ti

chanr “ t̂u,



<}

"S 3
“lo Institute U®
■ ' a® period
“ Inges of price 
lemselves* But
a c t in g  in Brazil

to constitute a
‘0 future, and the 
eason to worn’

9

control

later, the need for such prohibition had been 
demonstrated by the very large planting whicli 
had been undertaken in the 1927-28 season, 
and then in September 1928 came the virtual 
certainty of a second bumper crop. If the 
Institute had acted even then, it would have 
prevented the still larger planting which took 
place in the 1928-29 season. Actually new 
planting was not prohibited until nine months 
ago, when, of course, it was really unnecessary, 
for no one thought of planting in 1930-31. 
The Sao Paulo Institute would have had to act 
alone in September 1926, for the other States 
were not yet co-operating in the defence scheme, 
and of course it would have been difficult for 
the politicians to convince the Paulista that he 
should leave his neighbours free to plant, while 
such prohibition might have given a serious 
blow to confidence at what was a very critical 
time. General agreement could, however, have 
been procured without much doubt in 1928, 
but by that time the Sao Paulo politicians were 
concerned only wdth the political advantages 
of prolonging prosperity to the last possible 
moment, and since they realised that a crash 
could not be delayed more than two or three 
years, they were not interested in anything 
which only mattered four, five and more years 
ahead. A more detailed study of this problem 
of new planting, however, suggests unmis
takably that such a control scheme must pro- 
\-ide for the direct regulation of additions to 
capacity; as with finance and many other 
matters, there is no half-way house between 
artificial control and laissez-faire ; to be really 
successful the former must completely, and not 
partially, replace the latter.

The above reference to the attitude of the 
Sao Paulo politicians paves the way for mv 
fifth main conclusion, which is perhaps the most 
fundamental of all, namely, that the Govern
ment of the State of Sao Paulo deliberately 
used the defence scheme for political purposes. 
The same charge probably lies in a modified 
form against the Federal Government, and to 
some extent against the Governments of the 
other coffee-producing States, in that they 
failed to make even a reasonable stand against 
Sao Paulo. Political motives constantly in
trude in various minor forms throughout the 
history of the defence scheme, but from Sep
tember 1928 onwards they became completely 
dominant. The flowering of the trees in that 
month gave almost certain promise of a very 
large crop in 1929; iind it then became abun
dantly clear to all sensible persons that a radical 
change in policy was the only chance of a suc
cessful outcome. The Institute, however, car
ried on as if no change in the situation had

occurred, and persisted in this course even when 
the actual picking more than confirmed the 
highest estimates made in 1928. To the very 
last moment, the politicians kept up the pre
tence that all was well in the best possible of 
worlds, and to their credit or discredit it may 
be admitted that they bluffed with the most 
consummate skill. The history of events after 
the crash tells essentially the same tale. 
Political leaders, who adopt the right policy 
but temporarily deceive the public as to its 
objective and results, may perhaps be forgiven, 
but for those who deliberately pursue a wrong 
policy and deceive the public into the belief 
that it is the right policy, there can be no 
forgiveness, least of all at the hands of economic 
laws. Political retribution tarried awhile, but 
economic retribution came swiftly. My fifth |' 
conclusion is therefore that few, if any. Govern
ments can be trusted to conduct an artificial 
control scheme such as this defence of coffee ; 
sooner or later economic considerations will be 
subordinated to political expediency. Such 
control schemes must be operated by the busi
ness interests concerned, and if the aid of the 
State is required, the State can be given 
adequate representation, such as will ensure 
legitimate public pressure against any attempt 
by those business interests to sacrifice the 
interests of the nation for the temporary 
benefit of the few. Such attempts are, of 
course, unlikely in a country such as Brazil, 
where the industr^  ̂ concerned is of such 
importance that its welfare and that of the 
community as a whole are almost inseparable. 
The real difficulty, however, is that, in the early 
stages of a newly developing country like Brazil, 
the producers cannot find representatives whom 
they can trust with such tremendous oppor
tunities for personal enrichment as are offered 
by any scheme of artihcial control. Brazilians 
are so used to what would in some other coun
tries be considered corrupt practices by their 
political leaders, that there is a tendency to 
regard the resulting personal gains with 
indifference, but the idea of putting unlimited 
wealth in the hands of their fellow-planters is 
most abhorrent. Unfortunately it must be 
admitted that such fears are probably not 
unjustified, and we therefore reach the ultimate 
conclusion that, in such countries as Brazil, 
experiments in artificial control will probably 
remain largely in the hands of politicians, 
although experience points unmistakably to the
tremendous risks of distortion for political 
purposes.

These are some of the more generally 
interesting lessons which can be learnt from a 
study of the period up to the crash of 1929,
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but a few words must be said concerning the 
reactions on other coffee-producing countries. 
It is often said that the breakdown of the 
defence scheme has been primarily due to the 
increased production of other countries under 
the stimulus of artificially high prices, for which 
Brazil alone had to foot the bill. Such ideas, 
however, are largely misleading. It must be 
repeated that no trees planted since 1923-24 
had reached effective bearing by 1929, and that 
trees planted after 1926 are only now just 
coming into bearing. The Brazilian defence 
scheme since 1922 cannot, therefore, have made 
much difference so far to the output of the 
mild countries, and there is no reason to believe 
that there is a large amount of capacity 
planted since 1926 and still to come into 
bearing. On the other hand, it is true that 
the production of mild coffees has greatly 
increased, and it may reasonably be supposed 
that the demand for Brazilian coffees would 
have been greater if there had been no such 
increase. Broadly speaking, the statistics of 
mild production show an output averaging 
rather over 4 million bags for some years before 
the War, rising to an average level of about 
6 million bags around 1920, to 7 million bags 
from 1924-26, and then in a sudden jump to 
8 million bags in 1927, since which year there 
has been only a small further increase. The 
obvious inference to be drawn from these 
figures is that there was a steady flow of new 
planting in the mild countries from about 1911 
until about 1918, and then a big spurt from 
1918 to 1921, followed by almost complete 
cessation for two or three years, after which 
planting was resumed, but on a comparatively 
small scale. Now the planting from 1911 
onwards coincides with the period of relatively 
high prices, which was at least partly caused 
by the prohibition of new planting in Brazil 
from 1902 onwards. But this prohibition was 
removed in 1911, and therefore Brazil was as 
able to take advantage of these high prices as 
the mild countries. The really significant 
thing is that there was so little planting in the 
mild countries while planting was prohibited in 
Brazil; the explanation is, of course, that 
the price level from 1902 to 1911 was too low 
to supply any inducement. The first valor
isation, therefore, cannot be said to have 
greatly stimulated planting in the mild coun
tries : such planting as took place from 1911 to 
1918 was at least in the main a natural develop
ment. The burst of new planting from 1918 to 
1921 was also the result of naturally high prices; 
prices were high, not because of the valorisation 
of 1917, but because of the great frost in Brazil 
in 1918, coupled with the keenness of demand

during the post-war boom. The cessation of 
planting for the next two or three years was 
due to the general depression and collapse of 
prices in 1921, and, as has already been said, 
the amount of new planting since 1923 has not 
really been significant, and most of it would 
probably have taken place even if there had been 
no defence scheme in Brazil, though admittedly 
the development of robusta coffee cultivation 
in the Netherlands East Indies, to take the most 
outstanding example, would not probably have 
been so rapid. The increased production of 
mild coffees has been a natural and, in a sense, 
an inevitable process, and the fact that there 
was not another big spurt during the period 
1922-29, undoubtedly suggests that further 
development was encountering serious obstacles. 
All reports in recent years have suggested the 
improbability of any further rapid expansion 
in Colombia, or in the Central American coun
tries, owing to shortage of suitable land, or 
shortage of labour, or difficulties of transport, 
etc. This is not to say that the mild 
countries cannot eventually increase their pro
duction, but that they are unlikely to do so 
on a large scale in the near future, while 
Brazilian measures of control cannot be 
made responsible for much of the very 
considerable development which has already 
occurred.

It may, however, be urged that Brazil 
should have taken steps to suppress this 
growing competition from the mild countries, 
that it would have been worth her while to 
endure a period of low prices in order to kill 
off a substantial volume of the increased mild 
production, and so maintain her monopolistic 
position. Such a policy might have been 
feasible in 1921 : Brazil might have eschewed 
the valorisation of that year and engaged upon 
a fight to a finish. But it is very doubtful 
whether even the best-informed Brazilians 
realised the extent of the new planting which 
had taken place in the mild countries during 
the previous three years, and in any case the 
1921 slump was quickly over, and, as we have 
seen, the price would rapidly have recovered 
to a high level even if there had been no 
valorisation. Brazil could not deal any 
serious blow at the mild countries so long as 
the price was naturally high. But the mild 
countries were enabled to deal a blow to Brazil 
in that, owing to the shortage of supplies up 
to 1926, they w’ere able to sell their steadily 
increasing production without difficulty and at 
remunerative prices, instead of having to force 
it on to a market which w'as used to Brazilian 
coffee and could get plenty of it, as might quite 
well have been the case. The United States
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roasters found it necessary to use more mild 
coffees during these years, even though they 
had to pay a premium for them over the better 
Brazihan grades. From 1926 onwards, how
ever, when Brazilian prices became so arti
ficially high, the roasters naturally bought mild 
coffees in a free market in preference to Bra
zilian coffees in an artificially controlled market. 
The premium on milds largely disappeared, 
but the market readily absorbed the greatly 
increased supply which appeared from 1927 
onwards, and cut down its purchases from 
Brazil accordingly. The roasters altered their 
blends, and the United States consumer un
doubtedly came to like the change : hence the 
compulsorily increased use of milds during the 
eight years from 1922 to 1930 has undoubtedly 
resulted in a great reduction of the elasticity of 
demand for milds. Consequently, as Brazilian 
prices fell so heavily during the last two years, 
mild prices fell very much less, and an enor
mous premium has emerged. The position 
to-day is that the world insists on haying all 
the reasonably good quality milds which can 
be produced, and is not prepared to allow the 
destruction of mild producing capacity. Brazil 
must therefore bear the whole burden of read
justing the world’s capacity for producing 
coffee to the world’s total consumption of 
coffee. Thus the reactions of the defence 
scheme on the mild countries have been a 
stiffening of the demand for their coffees rather 
than any appreciable artificial stimulus to 
increased production, and it is obvious that the 
former is, from Brazil’s point of view, infinitely 
more serious, because more permanent, than 
the latter would have been. Brazil is un
doubtedly the cheapest producer of coffee, but 
this xvill avail her little if the world is prepared 
to pay much higher prices for the kind of coffee 
produced by her competitors. Brazil can 
certainly much improve the average quality of 
her better coffees, but the peculiar qualities of, 
say, Colombian coffee are primarily due to soil 
and situation, and these advantages will be 
permanent, unless and until some synthetic 
process can be devised which will impart the 
true mild flavour to Brazihan coffees.

Finally, some attempt must be made to 
summarise the attitude of consuming interests. 
Many different parties, however, are grouped 
together in this omnibus phrase, and each had 
its own special reason for joining in the general 
condemnation of the defence scheme. We may 
start with the exporter. As an exporter pure 
and simple, he works on a commission basis, 
and has therefore an interest in high rather than 
low prices provided that the high prices do 
not greatly reduce the volume of trade. To

this extent he was in general S5mipathy with 
Brazil’s policy of high prices, but he much 
disliked the methods of control. His constant 
complaint was that the stocks at Santos and 
the other ports were kept so small that he could 
not get the precise grades of coffee he required, 
while the uncertainty of the arbitrary scheme 
of deliveries which ruled up to 1926 was a thorn 
in his side, and the intervention of the Institute 
on the Santos terminal market often played 
havoc with his hedging operations. Thus he 
disliked the defence scheme and desired its 
termination, not primarily on account of the 
policies adopted, but on account of the mechan
ism of the control. Much the same may be said 
of the attitude of importers. Both parties, 
however, often join the ranks of a third group, 
which comprises merchants and speculators. 
To this group of interests, any control scheme 
must necessarily be most objectionable, and the 
Brazilian defence scheme in particular, for its 
primary object was that the producer should 
take over the functions which the merchant and 
speculator had hitherto performed. The Insti
tute was literally taking the bread out of their 
mouths, and though they fought hard at first 
and returned to the attack more than once, they 
were completely discomfited, and in the main 
they are still dispossessed to-day. All these 
different parties, however, are of relatively small 
importance compared to the roasters, and in 
particular the roasters in the United States, for 
the American consumer buys practically the 
whole of his supplies of coffee roasted, groundand 
packed in tins, and normally the United States 
absorbs 50 per cent, of Brazil's exports. Now 
for the roaster it is clear that the lower is the 
price of green coffee the better, not only for his 
profit margin but for his turnover. But this is 
subject to two important qualifications, namely, 
that above everything they want a stable price, 
and that very low prices help the small roasters 
to compete with the larger firms; the latter are 
therefore not too averse to moderately high 
prices, particularly if the level is stabilised. In 
the eyes of the roasters, however, the price of 
coffee from 1923-29 was at much too high a 
level to suit their convenience, and the primary 
cause was the Brazilian defence scheme. The 
only weapon in their hands was to encourage the 
development of supplies from the mild countries, 
and so reduce their dependence on Brazil. Much 
to their dislike and anxiety, they were therefore 
under the necessity of altering their blends, and 
of using a greater proportion of mild coffees ; 
actually their anxieties and fears were un
founded, for the change was made so slowly 
that the ordinary American consumer does not 
appear to have been aware of it. Moreover,
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the strict control of supplies from Brazil forced 
the roasters to adopt a hand-to-mouth buying 
policy, and they much objected to this at first, 
though later they came to realise that it pos
sessed certain ameliorations. At the very begin
ning of the Sao Paulo Institute’s regime, however, 
they appear to have believed in the sincerity 
of Brazilian declarations that stability was the 
primary object of the defence scheme, and to 
have been prepared to give some measure of 
co-operation in return for concessions, of which 
the most important in their eyes was the main- 
tenence of a reasonably large stock in Santos. 
On its side the Institute desired the roasters’ 
support of their request for a loan from New 
York bankers, and in August 1925 an agree
ment was actually reached, though never signed 
because President Hoover intimated his dis
approval of the projected loan, and Brazil’s 
pro quo therefore disappeared. As the Institute 
developed its high price policy in the face 
of the 1927-28 bumper crop, the indignation 
of the roasters increased, though it never 
actually burst into flames. The Institute was 
well aware of their hostility, and in the middle 
of 1928 a special mission was sent to the United 
States, primarily for the purpose of studying 
methods of increasing consumption, but also 
for the purpose of converting the roasters to the 
merits of the defence scheme. The report of 
this mission emphasised the contrasting nature 
of the interests of the Brazilian producer and 
the American roaster, and the difliculties of the 
latter in raising retail prices to the extent 
necessary to provide them with a sufficient 
margin over the high price of green coffee. It 
is pointed out that the roasters are in close touch 
with consumers, and that their warnings should 
therefore be carefully considered by Brazil. But 
the report nevertheless ends with the com
forting assurance that though the producer and 
the roaster have such different ideas of the 
proper level of prices, yet mutual frank under
standing and honest information, aided by 

just the common sense,” will bring about 
commercial harmony.”

The crash of October 1929 was therefore 
welcomed with relief by the roasters, despite the 
considerable losses which some incurred by 
comparison with others whose buying policy 
had been better suited to the situation. Since 
none were carrying extensive stocks, the year 
1930 was for the roasters a time of almost 
unlimited prosperity, for they were able to 
maintain retail prices despite the heavy fall in 
the price of their raw material. The low price 
of green coffee, and the huge profit margin, 
however, gradually stirred up competition, and 
in the spring of 1931 retail prices were sub-

4 4
4(

stantially lowered : presumably the industrial 
depression also was exerting some small pressure 
on consuming power. Accordingly, when the 
los. export tax was imposed in April 1931, the 
large roasters were not particularly displeased, 
and it is indeed probable that a much heavier 
tax would have been accepted without serious 
protest or retaliation if it had been imposed at 
the beginning of the year— that is, before retail 
prices were reduced.

As regards the final consumer, little need be 
said, for there was never any attempt at 
organised agitation or action, such, for example, 
as happened in connection with the rubber 
and sugar controls. Mention has already been 
made of Mr. Hoover’s fiat to the New York 
bankers, but the general campaign against 
foreign combinations controlling raw materials 
essential to the United States was, of course, in 
fact directed specially against the British rubber 
restriction scheme, and coffee came in for ver\' 
little attention on this occasion, though it had 
done so at the time of the first valorisation 
scheme in 1907. It would certainly seem that 
Mr. Hoover had altered his views on artificial 
control schemes long before his recent inter
vention in wheat and cotton. To the Institute’s 
mission to the U.S.A. in 1928, he stated that he 
accepted the Coffee Institute as a system of 
control intended to co-ordinate production, at 
the same time advising the Institute to act as 
carefully as possible in order to prevent prices 
from obtaining excessive levels, which would 
certainly cause consumption to decrease. At 
this period the power of the Institute was as 
great as prices were undoubtedly high relatively 
to available supplies or to normal costs of 
production 1 By 1928 Mr. Hoover was running 
his election campaign for the presidency, and 
apparently Brazilian opinion was in his favour; 
his recent utterances were interpreted as a sign 
that he now knew that he had been wrongly 
advised in 1925, and had accordingly come to 
see the error of his ways, while his support of 
prohibition was a powerful factor in his favour, 
on the ground that the prohibition of alcohol 
stimulates the consumption of coffee, a con
clusion which is certainly correct in so far as the 
United States is concerned. Brazilian coffee 
defence did not, therefore, encounter any 
appreciable resistance from consumers in the 
United States, and the same is true of Europe, 
for though certain countries increased their 
tariff on coffee, this was part of a general move
ment and was in no way retaliatory in character. 
It seems indeed worth while to observe that a 
debtor country is in a much better position than 
a creditor country to operate an artificial 
control scheme on one of its main exports so
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far a.s consunicrs opposition is concerned, and 
providing that its creditors are numbered 
amongstthe consumersof the product concerned. 
For if the creditors retaliate as consumers, they 
may well tend to injure their interests as 
creators. Argument was frequently heard in 
Brazil to the effect that the U.S. had such large 
investments in Brazil that Brazilian prosperity 
was worth high coffee prices, while there seems 
little doubt that, since the crash, bankers, both 
in London and New York, have been very 
liberal to Brazil, in part at least because of

the necessity of safeguarding existing invest
ments.

This summary will now be closed, and the 
author may perhaps be allowed to express the 
hope that it will be considered as a means to a 
better perspective, and as a guide rope amidst 
the more detailed narrative with its frequent 
excursions on debatable issues, which will now 
be presented, rather than as being sufficient in 
itself even for the reader who is not directly 
interested in the fortunes and problems of the 
coffee industry.
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-COFFEE DEFENCE B Y  THE FEDERAL GOVERNMENT, 1921-24

In the previous section it was stated that 
the history of coffee defence, as distinct from 
isolated attempts at valorisation, really begins 
in 1921. Its beginning, however, coincides with 
the third valorisation scheme, and as this was 
largely run hand-in-hand with the defence 
scheme for a couple of years, it is necessary to 
consider it in slightly greater detail than the 
two earlier valorisations. The situation which 
led to the third valorisation scheme was pri
marily caused by the onset of the post-war slump 
in the United States and by the world-wide 
deflation of prices : it was not an attempt to 
meet difficulties arising from a bumper crop, 
still less from any excess of capacity, and it is 
therefore fundamentally different from the two 
previous schemes. Demand had begun to flag 
towards the end of 1919, and the flowering of 
September 1919, which promised a crop slightly 
above normal * in 1920, had caused a sharp 
break in the price from a 30-cent to a 25-cent 
level. During the first half of 1920, demand 
began to decline more rapidly, f but there was 
no further definite break until the post-war 
slump struck the United States in July and 
August. The price of coffee then fell abruptly 
to 15 cents, and by the end of the year stood 
at less than 10 cents. For such an overwhelm
ing collapse there was no adequate cause so far 
as the statistical position was concerned. It is 
true that exports from Brazil in 1920 amounted 
to only i i ‘5 million bags as against a crop of 
14-5 million bags, but the world's visible supply 
on July 1st, 1920, was less than 7 million bags, 
as compared with a pre-war normal of 10 
million bags : there was thus no development 
on the supply side to account adequately for 
such a terrific fall in the price. The trouble was 
that United States’ buying virtually stopped 
in August 1920, just when the new crop was 
being pressed on to the world's markets. In 
the financial conditions of the moment, nobody 
was prepared to make even the smallest specu
lative purchases of the momentarily unwanted 
supplies, and so the price fell, and continued 
to fall in a way whicli suggested that no one 
would be tempted to buy even if it reached 
zero.

In November 1920 the Sao Paulo Govern
ment, therefore, felt constrained by sheer neces
sity to enter the market and buy what it could.

namely, about 300,000 bags. This helped to 
slacken the fall of prices, and in February 1921 
there was even a small rise. But a heavy bear 
raid in March is said to have convinced the 
Federal Government that for the sake of 
exchange,* if nothing else, it must reinforce 
Sao Paulo's efforts, while the success of the 
1917 valorisation had, of course, considerably 
changed the Federal Government’s ideas as to 
the merits of valorisation schemes. By what 
amounted to an issue of paper money through 
the newly-created Rediscount Section of the 
Banco do Brasil, the Federal Government began 
in March to buy coffee in large quantities. The 
price steadied, and in August 1921 began to 
rise slowly but surely, for demand was reviving 
— exports in 1921 at 12*4 million bags eventu
ally showed an increase of nearly i  million 
bags on 1920— while the 1921 crop, though not

* Tho 1920-21 crop was 14*5 million bags for all Brazil 
which was little  more than normaU though tlie yield in those 
districts which Imd suffered least from tho 1918 frost was con- 
siderably above normal*

t  Not only tho U .S. demand^ but also the European demand, 
as Germany and othor countries placed restrictions on the 
im portation of coffee in an endeavour to  remedy unfavourable 
trade balances.

as small as had been hoped, was less than 13 
million bags. By November 1921 the price had 
been raised to 12 cents, and there was every 
sign that such a price level would at least be 
maintained, for the Federal Government had 
bought virtually the whole of the existing sur
plus supplies, and now held no less than 4J 
million bags. The process of valorisation had 
thus been successfully accomplished ; there 
remained the much more difficult task of 
liquidating such a huge purchase. The work 
of buying had been entrusted to a Brazilian 
firm. But this firm had Uttle or no experience 
of export business, and insufficient connec
tions in consuming markets to enable it to 
undertake the work of selling. Moreover, the 
outlook was such as to suggest that the Hquida- 
tion must necessarily be a very protracted affair, 
and the Federal Government was thus faced 
with a most difficult financial problem : ob
viously it would be an extremely convenient 
solution if a foreign loan could be secured for 
a number of years, as had been done in the 
valorisation of 1907. It is therefore not alto
gether surprising that the Government decided 
to entrust the task of liquidation to the Brazilian 
Warrant Company. In the first place, the 
selection of a foreign firm would not occasion 
the same heart-burnings which would have been 
roused by the selection of a Brazilian firm for 
what would obviously be a lucrative task. 
Secondly, the selection of an English firm would 
obviously be viewed with favour in London, 
and any loan was more likely to be obtained 
in London than in New York, if only because 
of the difficulties which the United States anti-

«• Exchange on London fell from a peak of 18-37 pence in 
February 1920 to  9-93 pence in February 1921.
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trust legislation had created in 1911. Thirdly, 
the Brazilian Warrant Company itself, and 
through companies closely associated with it, 
had the necessary organisation and highly 
skilled staff both in Santos, and also in con
suming centres. Negotiations appear to have 
been opened with the company at the end of
1921, and during the spring of 1922 a com
bined effort was made to secure the co-opera
tion of London bankers, with a view to the 
arrangement of the long-term finance which 
was deemed so desirable. Eventually the 
Federal Government's “ official"  bankers, 
Messrs. Rothschild, in conjunction with Messrs. 
Baring and Schroder, were persuaded to under
take the liquidation of the whole stock of coffee 
over a period of ten years. The bankers 
accordingly floated the U.S. of Brazil Coffee 
Security Loan * of £g million in May 1922, and 
the Federal Government was most thankful to 
be reheved of all its heavy liabilities, for even 
now, in May. the statistical situation was 
thought to be none too promising. The 1922-23 
crop was somewhat over-estimated until later 
on when the picking was well advanced, but 
even the correct figure of io-2 million bags, 
together with the 4*5 million bags of Federal 
stocks, totalled 147 million bags, while in 1922 
exports had been only 12 7  million bags. 
Moreover, the dry autumn of 1921, which was 
the primary cause of the very short crop of
1922, had been followed by such copious rains 
as to suggest a very large crop in 1923, as was 
indeed to be the case.

The doings of the Federal Government, how
ever, were viewed with considerable indigna
tion in Sao Paulo, and to a lesser extent by 
Brazilians generally. Brazilian commissaries 
and exporters in Santos were for once united 
in their anger that a foreign firm should have 
been given a monopoly of the disposal of such 
a huge quantity of coffee : the commission to 
be earned should have been kept for Brazilians 
and not given to a foreign competitor. Market 
gossip said that the Brazilian Warrant Company 
had undertaken to buy coffee on its own account 
in return for the privilege which it had secured, 
and was manipulating the market to its own 
pecuniary advantage. Thus in a resume of 
valorisation history by Senhor Carl Hellwig, 
published in the Medeiros Bulletin during the 
autumn of 1930, it is stated that by November 
1921 the Federal Government had bought 3 
million  ̂ bags, and that then the “ English 
group ” purchased a further 1*2 million bags

* million of the loan was placed in London a t an issue 
price of 97, interest per cent., and am ortisation over th irty • 
three years. The remainiog £2 million was placed in New 
Y ork.

in November and December 1921, thus raising 
the price; subsequently it “ liquidated its 
position," after which further purchases were 
made in March and April 1922. But there is 
no evidence whatever to suggest that the 
Brazilian Warrant Company ever purchased a 
single bag for the Federal Government : the 
whole 4  ̂ million bags had been already bought 
by November 1921, that is, before the Brazilian 
Warrant Company comes into the picture, and 
not a single bag was sold until after the con
clusion of the £g million loan in May 1922, 
though a consignment of about 500,000 bags 
was shipped to London in order to satisfy the 
bankers, who at first would not give credits 
against coffee stored in Brazil. Equally 
there appears to be no foundation for Senhor 
Hellwig’s further suggestion that the Federal 
Government contracted the £g million loan in 
order to “  free themselves from the interference 
and machinations of the English group." All 
the evidence available goes to show that the 
Brazilian Warrant Company were mainly in
strumental in securing the co-operation of the 
bankers, while it is difficult to understand how 
the Federal Government was freeing itself by 
agreeing to a loan, of which one of the terms 
was that the Brazilian Warrant Company 
should carry out all defence operations on 
behalf of the Federal Government throughout 
the ten-years period of the loan. Senhor Hell- 
wig’s account should be treated by the historian 
with considerable caution,* but of one aspect 
there is little doubt, namely, that his attitude 
accurately represents the general feeling on the 
matter in Santos, and even throughout the 
State of Sao Paulo, both at the time and even 
to this day. The Federal Government in their 
view had not only put money into the pockets 
of a foreign firm which might just as well have 
gone into Brazilian pockets, but it had virtually 
handed over the whole fortunes and future of 
the coffee industry itself into the hands of 
foreign bankers and merchants, whose interests 
would lead them to oppose the new policy of 
permanent coffee defence for which Sao Paulo 
was pressing. It is indeed necessary at this 
point to retrace our steps in order to observe 
the birth of that project.

The Federal Government, as has been said 
above, began buying coffee in March 1921. 
In October 1921 a measure was introduced 
into Congress which sought to establish a per
manent valorisation or defence scheme. This 
measure, after prolonged debates, was finally 
passed into law on June iQth, 1Q22. i.e. soon 
after the £g million loan had released the

* H is account of tho two previous valorisations, however, 
contains many interesting points and m erits attention .
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Federal Government from its direct liabilities 
on the stocks purchased during 1921. The 
law authorised the creation of an Institute 
for the l^ermanent Defence of Coffee. The 
Institute was to be governed by a council, 
composed of the Federal Minister of Finance 
as President, the Minister of Agriculture as 
Vice-President, and five other persons ap
pointed by the President of the Republic, to 
be chosen from persons of noted capacity in 
agricultural, commercial and banking business. 
The Minister of Finance, or in his absence the 
Minister of Agriculture, was to have the power 
of vetoing “ deliberations contrary to the 
express dispositions of this law." The Insti
tute’s functions were to be—

(a) To lend money on reasonable terms 
against coffee deposited in official warehouses.

{b) To purchase coffee when the market 
appeared to require temporary relief.

(c) To conduct propaganda to increase the 
consumption of coffee and to repress sub
stitutes.

The Institute was to have an initial capital 
of 300,000 contos.

This scheme represented the accumulated 
experience and the current desires of the Sao 
Paulo planters and the State Government. 
But the law of June 19th, 1922, does not include 
what was really the most fundamental method 
of defence, namely, the regulation of daily 
entries into Santos and Rio. The Federal 
Government had taken powers for this purpose 
in 1921, and the crops of 1921-22 and 1922-23 
had both been allowed to enter Santos only in 
regular quantities spread over each crop year, 
though no attempt had been made to hold 
back and carry over any part of these crops 
into the next year. The new Institute was to 
operate against this background of control, and 
its function {a) above was to pro^dde finance 
to reduce the strain which this regularisation 
of supplies over each crop year had placed 
upon the planter. The surplus of a large crop 
was to be purchased in the market, and held 
by the Institute itself, and it should be noted 
that at this time the idea of the planters was 
undoubtedly limited to storage over a relatively 
short period, i.e. the carrying over of the sur
plus of a bumper crop to make good the 
deficiency of the short crop which invariably 
followed. This was as far as the general 
opinion of the planters had so far travelled. 
They wanted to regularise supplies over short 
periods, the}̂  wanted financial assistance to be 
provided to make this possible without strain
ing their cash resources, they wanted the Insti
tute to take over the role of the merchant 
speculator, they wanted any surplus stocks to

be held within Brazil because experience had 
clearly shown the drawbacks of holding such 
stocks near consuming centres, and finally they 
wanted the Institute to be wholly free from 
reliance on foreign capital, with the element of 
foreign control and the lion's share of the 
profits to the foreigner, which such reliance 
seemed to involve. All this, but no more, was 
embodied in this original scheme for the defence 
of coffee, and it may be observed that if this 
scheme had been put into operation in this, its 
original, form, things would almost certainly 
have gone considerably better than they have.

Little, if any, action appears to have been 
taken to put the scheme into execution during 
the next three months, and then for a time 
attention was diverted by the revolution in the 
autumn of 1922. Subsequently Dr. Bemardes 
assumed office as Federal President. Very 
considerable importance attaches to this event, 
for the new President was a Minas man, and 
cLS such he was no active supporter of artificial 
control schemes for coffee, if indeed he was 
not from the start secretly determined to bring 
to naught the schemes of the previous regime 
at the earliest possible moment. He appears 
to have refused to put the defence law into 
execution. He may have been opposed in 
principle to the idea of market intervention, 
but his real objection probably arose from the 
now virtual certainty of a bumper crop in 
1923-24. If the Institute was itself to buy 
and store the surplus, large ftmds would be 
required, and since foreign borrowing for such 
a purpose was now so unpopular, such funds 
could only be provided by further issues of 
paper money, which would bring to naught the 
central policy of his administration, namely, 
the burning of existing notes as a means to 
restoring the rate of exchange. On the other 
hand, it was clear that if the prospective 
bumper crop was allowed to come freely on to 
the market, there would be another serious fall 
in the price, which would make extremely diffi
cult not only the successful liquidation of the 
valorisation stocks, but also the restoration of 
exchange. Control in some form was virtually 
unavoidable, and President Bernardes appears 
to have concluded that control by regulation of 
port entries was less objectionable than market 
intervention, and much easier from his point 
of view. Accordingly, in the spring of 1923 
he ordered the construction of eleven ware
houses in the State of Sao Paulo with a storage 
capacity of 3‘5 million bags. His scheme was 
to allow the planters to ship their coffee to 
these regulating warehouses, from which de
liveries to Santos would be authorised at what
ever rate the market w'ould absorb coffee, any
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surplus being carried over into the following 
crop year. He made no special provision for 
financing, trusting that the ordinary banks 
would be able to discount the planters' bills of 
lading, at least to the extent necessary to enable 
them to obtain their immediate minimum re
quirements of cash. The management of the 
scheme and the control of port entries were to 
be performed directly by the Federal Govern
ment. The law of June 19th, 1922, was thus in 
effect replaced by a scheme of which the central 
principle was radically different. Defence was 
to be conducted through the limitation of port 
entries, and not by market intervention : the 
farmer was to bear the risks of the defence 
operations, not the Federal Government, as 
would really have been the case under the 
Institute scheme, and the farmer was therefore 
to receive the whole profits. This last aspect 
of the matter appealed strongly to the planters, 
who were now absolutely convinced that arti
ficial control was bound to be profitable, and 
for a time Sao Paulo was reconciled to the 
shelving of the original scheme for the Institute, 
and almost prepared to believe that after all 
the Federal President was not their sworn 
enemy.

These plans for Federal defence, however, 
were at first blocked by the liquidation scheme 
of the £9 million loan, and in particular by 
the clause in the loan contract, which “ for the 
term of ten years permitted the Government 
to defend coffee only through the firm entrusted 
with the liquidation of the stocks . . . "  * i.e. 
the Brazilian Warrant Company. It is possible 
that President Bemardes would have liked to 
make the claims of the English company an 
excuse for avoiding any further measures of 
control, but there is no definite evidence in 
support of such an idea, and in any case popular 
opinion, especially in Sao Paulo, was too 
strongly incensed at what seemed to them the 
growing domination of their internal affairs by 
foreign interests, and too keen on the new 
scheme of defence which would retain for Brazil 
and Brazilians the full benefits of the success 
which was considered certain. On the other 
hand, President Bernardes wanted to see the 
end of artificial control, and if he had upheld 
the claims of the Brazilian Warrant Company, 
he would not have achieved his ultimate pur
pose. Fortune enabled him to avoid the 
dilemma, in a way which would please the 
Pauhstas, and at the same time free his own 
hands from the bonds of the 3C9 million loan 
scheme : with his hands free he might hope to 
outmanoeuvre the Paulistas in the end, as

• Quotation from the Federal President’s Annual Mossajio 
to  Congress in 1924.

indeed he ultimately did. For the ink was 
hardly dry on the £9 million loan contract 
before the statistical situation began to change 
for the better as the result of an improving 
demand. It is impossible to trace the situation 
in detail month by month because the 4*5 
million bags held by the bankers are not fully 
represented at any one time in the visible supply 
statistics. Thus on July ist, 1922, the visible 
stocks in Brazil were 4*1 million bags, and this 
includes the normal stocks of convenience at 
Santos and Rio, which amounted to well over 
I  million bags : the explanation is, of course, 
that only part of the valorised stocks were 
held in Santos at this time, the remainder being 
held in Sao Paulo City warehouses and else
where up-country. Probably the bankers’ com
mittee adhered to the original programme of 
liquidation over ten years (i.e. at the rate of 
453»ooo bags a year) until February or March 
1923, by which time demand was increasing 
very rapidly, and it was clear that unless these 
valorisation stocks were made available, there 
would be an acute shortage at the end of the 
crop year and until the supplies of the 1923 
crop became available, for stocks in consuming 
countries were such that not more than about 
I million bags at the most could be conveniently 
spared. Such a shortage, with its accompani
ment of very high prices, would, however, 
inevitably be followed by a period of very low 
prices, for the 1923 crop was obviously going 
to be far in excess of any possible requirements. 
If stabilisation of prices was the aim and object 
of the Federal Government, it was obviously 
desirable that the valorisation stocks should 
now be made available to bridge the gap before 
the coming crop brought ample supplies. 
Equally from the point of view of the bankers, 
it was obviously desirable to liquidate as rapidly 
as possible, provided this could be done at a 
profit, and the present price of 15^ cents 
ensured this, for the bulk of their cofee had 
been purchased at a 9-10 cent leve l: other
wise, with a big surplus from the next crop, no 
one knew what the future might hold.

According to the Federal President, the 
initiative came from his side :— “ The stock of 
coffee guaranteeing the loan of million was 
to have been sold according to contract in lots 
of 453.000 bags per annum during the term of 
ten years. This situation not conforming with 
the interests of Brazil, we obtained from the 
bankers the immediate liquidation of this 
stock." It hardly seems likely, however, that 
the bankers raised any objection to a course 
which was so eminently desirable from their 
point of view. The decision was probably 
taken about February, but this is only a
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deduction. The essential point is that by the 
end of 1923 practically the whole of the stock 
had been disposed of. The operation was con
ducted with great skill, and though during July 
and August * the price fell appreciably, owing 
to the certainty of a bumper crop and the 
uncertainty of the Federal President’s defence 
policy, by the end of the year it stood at the 
same level as it had been at the beginning, 
and a further rapid rise was under way. The 
course of prices, however, was also influenced 
by the Federal Defence scheme, to which we 
must now return. So far as the valorisation 
scheme of 1921 was concerned, the proceeds of 
the sales during 1923 enabled the Federal 
Government, through the bankers, to buy up 
most of the loan certificates and to acquire 
English 5 per cent, notes, which were deposited 
in London, sufficient to provide for the pay
ment of the interest coupons during the term 
of the loan on the remaining certificates, as well 
as for their ultimate redemption. The 1921 
valorisation was therefore superficially a great 
success. Brazil, and in particular Sao Paulo, 
reckoned this third success as conclusive proof 
of the advantages of artificial control, and the 
only fly in the ointment was that the cash 
profits had so largely been diverted to the 
foreigner.

At first sight the rapid rise in prices during 
the 1923-24 season seems extraordinary, since 
it was known from the beginning that this 
crop would largely exceed any possible require
ments for consumption. During 1923 the 
upward movement was damped down by the 
liquidation of the valorisation stocks, but when 
this was virtually completed, prices shot up in 
an extraordinary fashion, as the following table 
shows :

M ON TH LY A V ER A G E SPO T P R IC E  FO R  SANTOS
4’s IN  N EW  Y O R K

Cents per lb.

1924 January ... 16-00 1924 Ju ly  .............. .. 20-61
February ... . . .  18-34 August .......... .. 21-63
March ........ ... 20-18 September . .. 22-81
April ............ ... 19-40 O ctober......... .. 24-91
May ............ ... 19-13 N ovem ber... . .. 27-03
June ............ ... 19-02 December . . . .

1
.. 26-68

It wiU be seen, however, that the rapid rise 
during the first three months of the year was 
followed by three months of even slightly 
declining prices before a further rapid rise took 
place in the second half of the year. This 
suggests what is the case, namely, that there 
were two distinct periods of rising prices due 
to two different causes. The rise in the spring

* I t  appears that the bankers' committee for a tim e dis- 
continued their sales altogether.

may be described as the result of a fight 
between Brazil and consuming markets. On 
July ist, 1923, the visible supplies of the United 
States and Europe together totalled only 3*3 
million bags, as compared with 4-2 million bags 
at the beginning of the year.* Thanks to the 
liquidation of the valorisation stocks, this total 
was increased to 4*2 million bags in November 
1923, but from that date it fell to only 3 
million bags in April 1924, after which there 
was a slight rise, and the figures then settled 
down between 3J and 3J million bags. The 
rapid rise in price during the first three months 
of 1924 was due to an attempt by consuming 
markets to rebuild their stocks, and thus WTest 
from Brazil the control over price which she 
was exercising through the regulation of port 
entries. Presumably New York hoped that 
higher prices would tempt Brazil to sell more 
freely, but Brazil fully appreciated the object 
of the manoeuvre, and continued to restrict 
supplies to the minimum requirements of con
sumption. By allowing their stocks to run 
down to a bare level of convenience, under the 
belief that ample supplies would be forthcoming 
with the 1923 crop, and by failing for six 
months to believe that under the new scheme of 
control Brazil could hold back any really large 
surplus, consuming markets simply played 
straight into her hands. Once Brazil had 
obtained an effective control over the price, 
she was not going to be tempted into sacrificing 
it for a mere temporar\  ̂ gain. By April, con
suming markets realised that they were beaten, 
at any rate on this first round, and so they 
settled down to the hand-to-mouth buying 
policy which was thus forced upon them, much 
to the jubilation of Brazil.

The rise in prices during the latter half of 
the year was in a sense more genuine. The 
1923-24 crop had totalled 19-5 million bags, 
and the 1924-25 crop was i i  million bags. In 
1923 exports had amounted to 14*5 million 
bags, and up to the middle of 1924 this rate
was being more or less fully maintained. Thus
over the two seasons the supply totalled 30*5 
million bags and the demand 29 million bags : 
in view of the low level of visible stocks, Brazil 
could obviously take care of any such small 
difference. By the middle of 1924, therefore, 
it became clear not only that the defence 
scheme would successfully liquidate the surplus 
of the 1923 crop, but that there would hardly 
be sufficient coffee to meet the requirements 
of consumption. Every roaster wanted to 
ensure his own supplies, and such coffee as 
Brazil oflered w*as eagerly bought at higher

• I t  may be observed that in pre-war days 8-9  million bags 
was considered normal.
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and higher prices, and at least some rise in 
price appeared justifiable from tlie long-period 
point of view, in that Brazil's capacity for 
production seemed barely sufficient, and there
fore new planting must be stimulated.

Even before this second rise began, however. 
President Bernardes had come to the conclusion 
that with a price level of nearly 20 cents the 
coffee industry was hardly in need of defence, 
and could safely be left to enjoy prosperity on 
its own. The successful liquidation of the 
valorisation stocks had freed his hands,* and 
he felt that he could now take a strong line. 
Paulista opinion, however, interpreted the 
favourable conditions of the moment in the 
verŷ  opposite way : artificial control was con
firming even the highest expectations of its 
supporters, and to throw away in the very 
hour of victory the weapon which had brought 
success, seemed sheer folly. At the same time, 
the Sao Paulo planters had become more and 
more convinced that some definite provision of 
special financial resources was extremely desir
able, if not absolutely necessary. The planters 
had found it most difficult to obtain adequate 
advances to meet their cash expenses during 
the period in which their coffee was detained 
at the reguladores. On July ist, 1924, the 
carry^-over in Sao Paulo amounted to 4-6 
million bags: in other words, more than one-

• W ith the completion of the liquidation, the Brazilian 
W arrant Company’s contract for Federal coffee business had 
autom atically term inated.

quarter of their crop was still unsold. Many of 
them had been hard put to it to raise sufficient 
cash. The resources of the ordinary banks had 
been hardly adequate, and the planters did not 
much like the prospect of facing in the future 
another crop so large as that of 1923, while 
obviously even larger crops were possible. 
The Pauiistas, therefore, while completely con
vinced as to the merits of artificial control, felt 
that the present system of control was inade
quate, and would be much improved if the 
original scheme embodied in the law of June 
19th, 1922, were to be grafted on to it.

President Bernardes would have nothing to 
do with such proposals. Negotiations and dis
cussions took place at almost interminable 
length throughout the summer and autumn of 
1924. To a large extent, it was simply a 
struggle between Sao Paulo and the Federal 
Government as to which party should carry 
the baby, for it was perfectly clear from the 
start that Sao Paulo would never let it drop : 
on the other hand, if the Federal Government 
could be made to act as nursemaid, so much 
the better. But a bargainer in such a position 
is necessarily weaker than his opponent, and 
President Bemardes, appreciating this, re
mained adamant. Eventually Sao Paulo gave 
in, and by Law No. 2004 of December 19th 
took the child into her arms. There it was to 
remain for some six years until those arms 
were broken, and the Federal Government was 
forced with sorrow to resume the burden.
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II._ C 0 FFEE DEFENCE UNDER THE LEADERSHIP OF SAO PAULO,
1925-1929

A. T he Period December 1924-OcTOBER
1926

In its decision to take over the defence of 
coffee, now that the Federal Government was 
no longer prepared to carry it on, the Sao Paulo 
Government undoubtedly had the warm support 
of public opinion in the State. But this 
reference to “ public opinion “  is liable to some 
misunderstanding by anyone not familiar with 
the local background conditions in Sao Paulo, 
and as the history of coffee defence now becomes 
so intimately bound up with the internal affairs 
of that State, it seems desirable to attempt a 
brief summary.

In Sao Paulo there are really two distinct 
classes of coffee planters. One class consists of 
the hereditary owners of large fazendas, who 
much prefer the comfort and pleasures of a city 
life, enlivened by some dabbhng in politics, to 
the relatively dull monotony of life in the 
country. Even if a successful planter himself 
prefers a country life, the odds are that his wife 
and daughters will give him little peace if they 
think he can now afford to live in Sao Paulo city, 
or to make an annual or biennial trip to Europe. 
City life in Brazil with its temptations of gamb
ling, political intrigue of a major or minor order, 
and general pleasure-seeking, not to speak of pro
longed visits to Europe, is expensive, and at the 
same time the income available is not what it 
would be if the fazenda was continuously under 
the personal management of the owner, instead 
of being left for nine months in the year to the 
tender mercies of a usually low-paid and often 
uninteUigent manager. Moreover, the effects of 
this lack of supervision tend to be cumulative as 
the years go on, while in many cases the steadily 
increasing age of the coffee trees is a further 
factor making for smaller profits. But even 
when the fazenda yields what would be regarded 
on London Stock Exchange standards as a highly 
remunerative return, these men are always 
desirous, one might almost say in need, of more 
money : the educated Brazilian is not by nature 
a consumer whose wants are easily satiable, and 
even coffee cannot make him a millionaire if he 
always spends every penny as he receives it.

The other class of coffee planters is a com
plete contrast. It mainly consists either of 
men with small fazendas whose ambition is as 
yet confined to securing a livelihood, freeing 
themselves from debt and expanding their 
holdings, and of men who have passed this stage 
but who still have their fortunes to make. It 
includes also a sprinkling of rich men who are

by nature agriculturists, and have no other 
interests. Numerically * this class is far more 
important than the former, but they are too 
busy or too isolated to have a collective voice 
of their own, and they count for next to nothing 
in the political circles of the capital. Though 
as farmers they might belong to one or other of 
the three agricultural organisations which used 
to exist until the recent amalgamation, these 
organisations were largely under the thumb of 
their more politicaUy-minded brethren. It must 
not, however, be supposed that the latter are 
the politicians of Sao Paulo. On the contrary, 
politics throughout Brazil is a separate and well- 
defined profession, which has its own exclusive 
sphere of activity. The political leaders are 
far from being the puppets of what may be 
termed the “  political planters,”  but at the same 
time no Paulista Government can remain in 
power unless it possesses and retains the latter's 
confidence and approval. The feelings of the 
genuine ” farmer planters ”  may be very 
different from those of the “  political planters,” 
but they can be disregarded w th  complete 
impimity. On the other hand, the word of the 
” political planters ”  ” goes,”  or else the 
Government goes in the near, if not necessarily 
the immediate, future.

The statement that the assumption of colfee 
defence by the Sao Paulo Government was 
supported by Paulista public opinion really 
means, therefore, by the opinion of the political 
class of planters. In itself it implies nothing as 
to the feelings of the much larger class of farmer 
planters. But on this occasion it is probable 
that the latter were in the main pleased, at any 
rate acquiescent. Some of them, even now at 
the start, disliked the additional powers which 
would thus be given to the politicians : they had 
been doing very weU, and they feared trouble 
ahead in some vague form, or at least that their 
own interests might be subordinated to the 
interests of those who were in closer touch nith 
the capital and therefore the Government. But 
it must be remembered that the political 
planters are the traditional leaders of the coffee 
industry, and the farmer planters had at that 
time a tolerable confidence in their general 
wisdom and guidance of affairs, while on this 
particular issue, valorisation had been successful 
on all three occasions in the past, and it seemed 
absurd for Sao Paulo not to avail itself of such 
an instrument even if the Federal President

• For the distribution of fazendas according to  size, see 
.\ppondis, Table X ; the very large number of relatively small 
holdings is in striking contrast to tho few big ones.
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thought that the risks outweighed the possible 
gains to Minas Geraes and the other States. 
There was therefore general approval of the 
Government’s step, but this must not be 
allowed to obscure the point that it was the 
political planters who instigated it. They 
believed that by averaging out large and small 
crops over two or three years the ruinous slumps 
of the past would be avoided, and that greater 
price stability would more than compensate 
them for the small additional costs involved; 
they would therefore receive the larger net 
income which each and all required. The 
politicians acquiesced in their demands, and 
inaugurated the Institute, in general because 
they knew that if they refused and coffee prices 
subsequently slumped, their days of office would 
be strictly numbered, and while undoubtedly 
some were genuinely convinced of the virtues 
of control, others without much more doubt 
secretly welcomed the opportunities of personal 
enrichment which the proposed scheme would 
provide.

Such was the background when the Sao 
Paulo Institute for the Permanent Defence of 
Coffee was created by Law 2004 of December 
19th, 1924. The administration of the Institute 
was entrusted to a Council composed of the 
Secretary of Finance as President, the Secretary 
of Agriculture as Vice-President, together with 
two persons nominated by the coffee industry 
of the State, and one by the Commercial 
Association of Santos, who were to be appointed 
by the President of the State in accordance with 
regulations to be laid down. The immediate 
functions of the Institute were to be the 
reguiarisation of Santos entries, and the 
arrangement of a convention \vith the other 
coffee-growing States whereby they also should 
impose a_coffee trausport tax of i  gold milreis 
(2yd.), similar to that now enacted in the State 
of Sao Paulo : this tax was later to serve as the 
basis for a loan to provide a fund for the per
manent defence of coffee. After this fund had 
been organised, the Institute was also (a) to 
make loans, through a bank to be established 
fm^the purpose with the aid of the fund, to 
interested parties, the loans being secured by 
coffee deposited in the State regulating ware
houses; (6) to gurchase coffee in the Santos 
market, or in the interior, in order to withhold 
it from sale whenever the Council considered 
this necessary in order to regularise the supply, 
and (c) to institute a service of information, 
coffee statistics, and propaganda to increase 
consumption and prevent adulteration. In 
other words, the Sao Paulo Institute was to be 
modelled on essentially the same lines as the 
abortive scheme for a Federal Institute.

Detailed regulations as to the incidence and 
method of collecting the tax, the methods by 
which the Council should be constituted and 
should conduct its business, and the internal 
organisation of the Institute, etc., were issued 
by Decree No. 3802 of February 14th, 1925.

For reasons which will become clear in due 
course, the month of October 1926 was a turning- 
point of a well-marked kind in the history of 
coffee defence, and it will therefore be convenient 
to consider first the period from December 1924 
to that date. This was essentially the forma
tive period when the Institute was as much 
occupied in building up the whole edifice of 
control outlined above, as it was in the actual 
execution of current measures of control. These 
alone need be considered at the moment. 
Broadly speaking, the operations of the Institute 
were of two kinds only : the re fla tio n  of Santos 
entries, and market intervention. These two 
weapons constituted the defence of coffee until 
about October 1926, and all the remaining 
energies of the Institute were concentrated on 
the task of securing a foreign loan on the 
guarantee of the transport tax, for the scheme 
could not in practice be commended to other 
Brazilian States until its permanent character 
was assured by the demonstration that capital 
could be borrowed on this security. In this 
respect Sao Paulo encountered something of a 
stumbling-block in the attitude of Mr. Hoover, 
as Secretary of Commerce of the United States, 
and consequently the formative period ŵ as to 
some extent prolonged. Eventually the required 
loan was contracted in London on January 2nd, 
1926, but this whole issue of finance does not 
really belong to this period, and can for the* 
moment be disregarded.

There appears to have been little or no 
interruption in the regulation of the entries into 
Santos during the transition from Federal to 
Pauhsta control, but I have not been able to 
secure precise details as to when or how the 
actual transition took place. In its monthly 
bulletin the Institute has published a table of 
the permitted entries beginning in May 1925, 
but it seems improbable that the Federal 
Government continued regulation until so late 
a date. Fortunately the point is not of import
ance. Suffice it to say that regulation was 
continuous, and that when the Institute took 
over the task, it continued the same arbitrary 
form of regulation, fixing the daily quota at 
whatever figure it saw fit in the existing state 
of Santos stocks and prices. Santos traders 
knew each day how much coffee had arrived, 
but no one knew whether the amount would be 
different on the morrow. This purely arbitrary 
system was obviously an immensely powerful
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weapon of control from the Institute’s point of 
view, but it was nevertheless thought necessary, 
or at least desirable, to reinforce it by market 
operations. No detailed account of the use of 
this second method of control can, of course, be 
given, nor is it even possible to assess its import
ance as a factor in the results achieved. Before 
the Sao Paulo Institute began operations, the 
way had already been made more smooth and 
certain, because the earlier interventions of the 
Federal Government, possibly in conjunction 
with the London Bankers’ Committee, had 
frightened the private speculator out of the 
market to a considerable extent, though there 
was from time to time a good deal of activity by 
persons who were supposed to have inside 
information from the Institute. Further, the 
professional merchants and traders always knew 
when the Institute came into the market, at 
least when it did so in an open and more or less 
official manner, and promptly curtailed their 
operations as much as possible. Hence a com
paratively small purchase would usually have a 
disproportionately large effect on the price, but 
even so it seems at first sight difficult to under
stand how the slender financial resources of the 
I  milreis gold transport tax sufficed for opera
tions of any significance, especially in view of 
the many other demands on its proceeds. If 
such a question is put to Santos exporters, they 
unanimously offer the explanation that when a 
seller tendered coffee in fulfilment of a purchase 
contract by the Institute, the official graders of 
the Bolsa turned it down as not complying with 
the contract specifications. The Bolsa is, of 
course, under the control of the Government. 
The allegation may seem at first sight so fanciful 

, as to be an imaginary grievance on the part of a 
losing party, but the unanimity of the evidence 
is so complete, and is supported by so many 
other persons not directly affected, that one is 
compelled to accept its validity, while it must 
be remembered that to the Brazilian the foreign 
speculator is the embodiment of all evil, an 
adversary to his countrĵ * and to his owm pocket, 
against whom the use of any weapon is perfectly 
justifiable. For these first two years the Insti
tute was thus able to intervene in an effective 
manner with little or no capital expenditure, and 
little or no risk. Further aspects of this matter 
will be considered later.

The Institute, therefore, was exercising 
control by the use of tŵ o weapons, market 
intervention in the very short period, and 
regulation of entries in the longer period : 
being in the same hands the one weapon could 
be used to supplement the other, like a dagger 
and a sword. The results must now be sum
marised. The spot price for Santos 4’s on the

New York market averaged 26-68 cents during 
the month of December 1924, when Sao Paulo 
took over the defence: for January 1925 
the average was 28-35 cents, a figure never 
exceeded before or since. From this very high 
peak, a long and more or less steady decline 
ensued throughout the period under considera
tion ; its order of magnitude may be judged 
from the following summary table :

M ON TH LY A V ERA G E SPO T SANTOS 4’s NEW
Y O R K

Cents per lb«

1024 1925 192S

1st half-year .................
2nd half-year .................

18-68
23-95

25-68
23-41

23-10
21-49

This peak at the end of 1924 and the 
beginning of 1925 was mainly due to the short 
crop of 1924-25, which for all Brazil amounted 
to only II million bags, combined with the low 
level of visible supplies at approximately 5 
million bags. As regards interior stocks in Sao 
Paulo, we know that the carry-over of the large 
1923-24 crop amounted to approximately 4'6 
million bags, and that a year later (t.e. July 
1st, 1925) the carry-over was only 1-9 million 
bags; but since monthly figures are not 
available for this period, we do not know 
exactly when and how these stocks were put on 
the market; probably it was a more or less 
even process. With the beginning of 1925 the 
situation was relieved by the arrival of the new 
mild crops, and consequently prices eased. It 
is worthy of note that world absorption * 
declined from 22 million bags in the season 
1923-24 to 20-5 miUion bags in 1924-25, which 
is reflected in the fall of Brazilian exports from 
14-2 million bags in 1924 to 13-5 million bags 
in 1925. The arrival of the Brazilian 1925-26 
crop of 15-1 million bags resulted in a continued 
decline of price, despite the fact that nearly 
I  million bags were retained (making the carty- 
over at July ist, 1926, a total of 2-8 million 
bags), and despite the none too good prospects 
for the 1926-27 crop, which eventually amounted 
to only 14-7 million bags.

At first sight this continuous decline in the 
price may seem a poor result for the Institute’s 
efforts. But it must be realised that a price 
level of well over 20 cents, was a very high price 
level, and at that time allowed a very large 
margin over costs, even though the yield of the 
trees was somewhat sub-normal. Even the

• 7.C. exports modified by changes in visible stocks : there 
is littie  probability that physical consumption declined at this 
period.
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most ardent Paulistas could not expect to hold 
the price at the 28 cent, level ruling when the 
Institute was established ! In the eyes of the 
roaster the situation appeared entirely different: 
the Institute seemed to him responsible for the 
long-continued maintenance of extravagantly 
high prices, and he was proportionately loud in 
his condemnation. Actually it may be doubted 
whether over the period as a whole the Insti
tute’s control had much effect on the general 
price level. The central fact is that the total 
supplies forthcoming in the four years 1923-24 
to 1926-27 were barely equal to the world's 
requirements, and that since visible stocks from 
July 1923 onwards were at no more than a bare 
level of convenience, the general price level was 
naturally high. If there had been no control by 
Brazil, the large crop of 1923-24 would have 
brought about very low prices during the latter 
part of 1923,* and subsequently if the merchants 
had added the whole of their surplus stocks to 
the short crop of 1924-25, the price would have 
been little more than normal for a period. But 
the next two crops would have afforded no 
surplus wherewith to build up the depleted 
visible supply to a more comfortable figure, even 
assuming that consumption would have been no 
larger than it actually was, and therefore it is 
reasonable to suppose that the price level would 
have ruled high in order to encourage the 
additional supplies which seemed to be genuinely 
required. By carrying over the surplus of the 
large 1923-24 crop against the following short 
crop, Brazil succeeded in more than maintaining 
the price throughout the glut period, just as the 
advocates of coffee defence had always promised, 
and the next two crops naturally resulted in a 
high price level for the reasons given above. The 
only real element of valorisation, in the sense of 
a raising of price above the natural equihbrium, 
was the holding back of the 1*9 million bags 
interior carry-over on July ist, 1925, and its 
increase to 2-8 million bags on July ist, 1926. 
Little fault can be found with the first point, 
especially in view of the low level of visible 
stocks, but the further addition during 1925-26 
may be criticised as an act of definite valorisa
tion. If this extra i  million bags had been sold, 
the price would have declined further, but there 
would have been no break to an altogether 
lower level. The Institute of course accumu
lated these additional stocks because the price 
dechne, which actually took place, was super
ficially no very good advertisement of the 
virtues of defence. Apart from this, coffee

*  Normally tho anticipation of such a  large crop would have 
caused a fa ll in prices a  year earlier, ue . after the flowering in 
September 1922* 6 u t  until the 1923 crop actually  became 
available, there was such a shortage th a t spot prices at any 
rate could not have declined very far.

defence in these years again meant simply 
regularised marketing, as it had done under 
Federal control, and the general price level was 
high, not because of the virtues or iniquities of 
the Institute, but simply because supplies were 
short.

Though for convenience of exposition the 
period of Federal control from 1920 to 1924 has 
been considered separately from the following 
two years of control by the Sao Paulo Institute, 
on economic grounds there is no justification for 
treating the whole period from 1918 to 1926 
other than as an indivisible whole, for these 
eight years are strongly characterised by an 
overpowering common factor, namely, the 
results of unfavourable weather. Too much 
importance can hardly be attached to the results 
of the calamitous frost of 1918 in Sao Paulo. In 
the first place, it severely damaged the large 
part of the current crop which was still unpicked, 
but this has no lasting significance. Secondly, 
it resulted in the smallest of crops the following 
year, but that again has no lasting significance, 
though it carries the catastrophic effects over 
two years. In 1920-21 Sao Paulo produced a 
more or less average crop of 10 million bags, and 
since large numbers of trees had been killed out
right, even trees in bearing as well as young trees, 
this means that those trees which did bear gave 
a more than normal yield. This over-taxed 
their reviving vigour, and resulted in a sub
normal crop in 1921-22, while the unusually dry 
autumn of 1921 resulted in a crop of only 
7 million bags in 1922-23. However, the big 
rains which followed— rain being, so to speak, 
the best manure for coffee— paved the way for 
the bumper crop of 14*9 million bags in 1923-24. 
As usual, this meant a short crop to follow, and 
it was unusually short because the trees had not 
even yet built up their normal reserves, and were 
even more than normally strained by the big 
crop. Finally, the last two crops of the period 
(i.e. 1925-26 and 1926-27) were below average 
on account of drought.

The effects of the 1918 frost were undoubtedly 
felt right up to the large crop of 1923-24. But 
in a sense, and a very important and practical 
sense, the effects are still being felt to-day. The 
frost found the great Ribeirao Preto district, and 
the large district of the Araraquarense railway, at 
the peak of their productivity: in the one night, 
twenty years were added to their age, and they 
suddenly became, as it were, middle-aged pro
ducers. By 1923 they had more or less recovered, 
in the sense that they had become capable of 
bearing a heavy crop, and the careful cultivation 
which, as will be seen, was afforded them until 
1929, further consolidated their recovery. But 
they are not even to-day the same trees as they
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would have been if there had been no frost, just 
as men who in the prime of their strength are 
overtaken by a really serious illness are rarely 
the same men afterwards, even though they may 
recover a sufficiently robust physique for every
day workable and useful lives. With the most 
favourable natural conditions, recovery was 
bound to be slow, and in this sense incomplete. 
Actually, drought retarded their convalescence 
on more than one occasion, as noted above. The 
statistics of rainfall in the coffee districts of Sao 
Paulo, as compiled by the Meteorological Insti
tute of the State, show that the average summer 
(i.e. October-March) rainfall during the six 
years 1919-20 to 1924-25 was very little under 
the average of the forty-one years for which 
records are available, but the rain came at the 
wrong time in some seasons, while in 1923-24 * 
and 1924-25 even the total was abnormally 
small, at monthly averages of 960 and 786 milli
metres as compared with the normal 1042 milli
metres. There can be no question that the crops 
of this eight-year period were short because the 
yield was low, and this was largely owing to the 
frost up to 1923-24, and then to two consecu
tive dry years. The validity of the statistics 
of the numbers of trees in bearing in the State of 
Sao Paulo is considered in the Appendix (see 
note 2 below Table VIII), but they are prob
ably sufficiently accurate to support the 
general magnitude of the conclusion that, 
whereas for the period 1914-15 to 1917-18 
the average yield for the whole State was 55 
arrobas per 1000 trees, for the period 1920-21 
(i.e. omitting the two small frost crops) to 1926- 
27 the average was only 40 arrobas. Weather 
conditions certainly played a far more important 
part in the creation and maintenance of the very 
high price level from 1924 to 1926 than the Sao 
Paulo Institute, and the same is true on a smaller 
scale of the previous years of Federal control.

These considerations also have an important 
bearing on the rate of new planting. On the 
assumption that the increase in any year is due 
to planting four or five years previously, the 
official statistics of the number of trees in 
bearing suggest that there was little or no new 
planting in 1919-20 or 1920-21,! but that in the 
next two seasons it was very large. This tallies 
with what might be expected on general 
grounds: during the first two years, the 
fazendeiros were too busy repairing the direct 
losses caused by the frost, and too poor to 
embark on extensions or the construction of 
new fazendas. By the middle of 1922 the price

* Incidontally it may bo noted, however, th at there was an 
abnormal amount of rainfall while the crop was being harvested 
and n groat deal of coffee was damaged on the terraces.

t  The planting actually takes place in and around the 
months of December and January.

of coffee was already remunerative, and since 
the practical fazendeiros at any rate realised 
the more or less permanent blow which the 
frost had struck, they concluded that new 
planting would be required to provide for the 
normal increase in consumption. Actually 
large new planting had been taking place in 
the mild countries, especially in Colombia, from 
1918 onwards, and the pace quickened as the 
price rose, so that the future requirements of 
consumption were being largely met by pro
ducers outside Brazil. Brazilians may have 
realised the extent of this expansion in the mild 
countries, but they certainly did not realise at 
this time that the world would take a larger 
supply of mild coffees in preference to Brazilian 
coffees, even at a premium. The new planting 
in Brazil was not, however, so great as to create 
any serious prospect of over-production, and in 
1924 and 1925 the rate appears from the 
statistics to have fallen off, as the following 
table * shows:

PROB.A.BLE N EW  PL.\NTING IN  SAO PAULO

1919-20 ..........................
Million trees. 

................................ 2-2
1920-21 .......................................................... 14-8
1921 22 .......................................................... 81-4
1922 23 .......................................................... 75-7
1923-24 .......................................................... 29-3
1924-25 .......................................................... 35-6

This falling off in the last two years seems 
somewhat surprising in view of the high level of 
prices at the time. The statistics cannot, of 
course, be relied upon too closely, but at least 
it can be said that the decline is not inexplicable. 
The bumper crop of 1923-24 may well have 
caused many farmers to wonder whether, after 
all, the effects of the frost were going to prove as 
prolonged and permanent as they had expected. 
Further, 4I million bags out of a total crop of 
15 million were still retained in the reguladores 
at the end of the crop year, and though the 
fazendeiros had been able to obtain advances 
on this surplus, this financing had to be per
formed entirely by the ordinarŷ  banks, since 
the Institute had not yet been able to obtain a 
loan and organise additional financial assistance: 
hence the amount of the advances was small, and 
the farmer was short of cash. Thirdly, though 
still high, the price of coffee was obstinately 
declining, and the efficacy of a defence policy by 
Sao Paulo alone was still a matter of doubt. 
There may have been more planting in these 
years than the available statistics indicate, but

• This table is based on Table V I I I  in the Appendix, p. 87. 
which gives statistics of the number of trees in bearing each 
year, using the assumption that the increase in any year 
indicates that amount of new planting five years previously. 
The accuracy of the statistics is considered in note 2 to this 
table in the Appendix.
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on the other hand there is probably not much 
reason for such a supposition.* In any case, 
since the general price level was naturally, rather 
than artificially, high, the Institute cannot be 
said to be responsible for an undue stimulus to 
new planting during this period. Whatever new 
planting took place was the natural response to 
naturally high prices, and, from the point of 
view of the policy of defence as opposed to a 
policy of artificial valorisation, appeared as 
innocuous as it was inevitable.

This section may now be closed by a brief 
review of the fazendeiro’s position during these 
years. His profits were, of course, very large 
with such a high price level, but account must 
be taken of certain factors which modified and 
toned down an apparently super-prosperity. In 
the first place, the small crop of 1924-25 was 
very costly per unit, owing to its small size and 
to a rapid increase of wage rates, while the 
farmer also had to meet very heavy interest 
charges for advances on that part of his large 
1923-24 crop which was still retained by the 
Institute, Secondly, the 1925-26 crop, though 
of roughly average size and therefore cost, was 
marketed at a milreis price which had fallen even 
more sharply than the gold price, and this is a 
situation which does not, of course, suit the 
planter, since his costs are in milreis, and are 
also more or less fixed over short periods. The 
course of the milreis price was indeed con
siderably different from that of the gold price 
owing to the vagaries of the exchange policy of 
the Federal Government. During the first half 
of 1925 the sterling exchange fell from S-gid] 
in January to 5'ZSd. in May. The efforts of 
President Bemardes then resulted in a rise to 
7'44i. in October, and though there was a slight 
reaction at the end of the year, the rise con
tinued during the first half of 1926, reaching 
y-yM. in June. Great difficulty was, however, 
experienced in maintaining such a rate, and in 
September it had fallen to y'S^d. Then came 
the announcement of Dr. Washington Luis, as 
President-Elect and about to take office, that 
he intended to reverse the deflationary policy of 
President Bemardes, and would concentrate all 
efforts on stabilisation around 6d. By December 
the rate stood at '̂Syd. These fluctuations are 
reflected in the milreis price of coffee, which 
during 1925 fell in the ratio of 100 to 63, as 
compared with a fall of only 100 to 80 in the 
gold price. During the first three quarters of 
1926 the two prices moved more or less together, 
the continued appreciation of exchange having 
presumably been discounted in advance. But 
the rapid fall of exchange during the last quarter 
of 1926 resulted in a rise in the milreis price from

* See note 2 to  Table V I I I  in the Appendix, p, 87.

an average of 24^400 * for October to 28^300 in 
December, as compared with a fall in the gold 
price by nearly 2 cents. The greater fall in the 
milreis price during 1925 means that some small 
discount must be made in reckoning the benefits 
of the high gold price to the fazendeiro. Never
theless, he was faring sufficiently well in these 
years, better perhaps than was altogether good 
for him.

B. T he Period October 1926-OcTOBER 1928

As has already been remarked, the fourth 
quarter of 1926 marks the beginning of a new 
period in the history of the Sao Paulo Institute. 
In the first place, its constitution was revised. 
This was not the first occasion, for in December 
1925 Law No. 2122 had changed the Institute's 
official title from “ The Sao Paulo Institute for 
the Permanent Defence of Coffee ” to “ The 
State of Sao Paulo Coffee Institute," and 
Decree No. 4031 of March 22nd, 1926, had 
elaborated and clarified the previous regula
tions. But these earlier revisions concerned 
points of detail, whereas Law No. 2144 of 
October i6th, 1926, effected a general remodell
ing. Article i  placed the administration of the 
Institute in the hands of the State Secretary 
for Finance, with the State Secretary for 
Agriculture as his deputy in case of absence or 
inability to attend. Article 2 provides for a 
consultative board, composed of the Secretary 
for Agriculture and “  three members appointed 
by the President of the State from among 
persons of recognised experience in agricultural, 
commercial and banking affairs." This was 
the important change : the remaining articles 
merely confirm and consolidate the original 
scheme. Hitherto the Institute had preserved 
some pretensions to the character of a repre
sentative body, though the Secretary of Finance, 
as President, had always held a right of veto 
pending appeal to the President of the State. 
Now, even the nominative rights of the growers 
and the Santos commissarios were dropped, and 
even those persons whom the State President 
appointed were to serve only in a consulta
tive capacity.! The State President publicly 
defended the change on the ground that since 
the State had guaranteed the £10,000,000 loan 
from London, this responsibility demanded 
unfettered control. But it seems clear that the 
original power of veto by the Institute’s

• Official prices of Spot Santos 4’s on the Santos Bolsa. 
Owing to  control by the In stitu te , these prices are often  some* 
what im aginary, and do not ta lly  with the prices a t wliich 
exporters are buying their actual requirem ents. B u t they 
reflect the general fluctuations sufliciontly for m ost purposes.

t  Some well-informed persons m aintain th a t the Brosidont 
of the In stitu te  never in fact consulted his otflcial councillora 
on any single occasion.
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President would have been sufficient for all 
practical purposes, unless there was some 
fundamental divergence of policy between the 
politicians and the business men. The only 
alternative explanation which I have heard is 
that the politicians wanted everything in their 
own hands for their own private purposes. On 
the whole, my personal conclusion is that in all 
probability there was a real divergence of 
policy, in that the politicians for political con
siderations felt that the long decline in prices 
must be arrested, even if that meant the 
retention of still larger stocks, while the repre
sentatives of the planters favoured a more 
rapid release, partly because they felt accumula
tion was unwise at the still high price level, 
especially in view of the prospect of a very 
large crop in 1927-28, and partly because they, 
and many of those they represented, were eager 
to get cash and unwilling or unable to arrange 
further financing of their retained coffee : the 
Santos commissarios would also reckon that 
larger releases would not depress the price by 
an amount sufficient to reduce the total com
missions earned on the larger quantity below 
the current rate, while in so far as they were 
actual owners of coffee, their position would be 
the same as that of the planters. The poli
ticians were probably less influenced by innate 
feelings of business prudence, and with the 
solid backing of the new £10,000,000 loan they 
were determined to reap the political harvest 
which a successful maintenance of high prices 
would provide. The trouble was not what the 
business men might want to do, but what they 
would not do, and therefore the President’s 
power of veto was a useless weapon : hence the 
Government’s decision to take the scheme into 
its own hands, and to oust its more fearful 
colleagues. At the time this revision of the 
Institute’s constitution meant comparatively 
little, but it paved the way for policies which 
might never have been adopted if executive 
powers had been left to the representatives of 
the industry. At the time, however, there was 
little opposition : the planters never liked this 
complete political dominance over their industr5  ̂
but prices were so good that, as a body, they 
were content with the Institute's activities, and 
since it had in practice been a State Depart
ment, there seemed little harm in making it so
in name.

A second important development was the 
adoption of an automatic system of regulating 
the entries into Santos, in place of the purely 
arbitrary control which had so far been in opera
tion. As from November 5th, 1926, the daily 
entries were to be one-twenty-fifth * of the total

* J.e . allowing twonty-fivo working days por month.

• a  % ♦  ̂  ♦

exports from Santos during the previous month, 
thus, if increasing exports showed an increasing 
world absorption, supplies would increase auto
matically with a lag of rather less than a month. 
This abandonment of arbitrary control was 
represented as a concession to the Santos 
traders in general, and to the exporters in 
particular, both of whom had been loudly 
complaining of their inability to obtain certain 
grades in sufficient quantities, and of the 
paralysing effect on business generally under 
the complete uncertainty of the arbitrary 
regulation. If there had been no tangible 
evidence to support these complaints, the 
Institute might have regarded them as 
eminently satisfactory signs, but exports in 
1925 were much lower than in the two previous 
seasons, and were obstinately refusing to 
increase materially in 1926. This, combined 
with a faffing price level, probably persuaded 
the Institute that at least a nominal concession 
might not be amiss, and the adoption of a 
system ensuring an automatic increase in 
supplies as consumption expanded, would 
provide a convincing public demonstration that 
the Institute had no monopolistic intentions, 
but simply desired to achieve an improved 
adjustment of average supplies to the demand. 
So far as the control of price was concerned, the 
Institute could still intervene in the market if 
necessary, and with the new loan there was 
plenty of money for such operations.

From the exporter's point of view, the 
change was, of course, a very small improve
ment, because the practice of market inter
vention obviously destroyed that greater 
element of certainty which is, from his point of 
view, the chief advantage of an automatic over 
an arbitrary system of control. The Institute 
was, in fact, giving with one hand and taking 
back mth the other, and the new automatic 
system with a continuance of market inter
vention was little, if any, improvement on 
arbitrary control with or vdthout market 
intervention. It seems fairly clear that if the 
general level of price in a market cannot be 
maintained by an arbitrary daily control of 
supplies without resort to direct market inter
vention, then the maintenance of that price 
level is unsound ; the use of one fonn of control 
should be quite sufficient, and since market 
intervention on the grand scale, as in time past, 
had been deliberately rejected, petty market 
intervention should also have been eschewed.

• The only defence of such operations would be that, m 
eliminating stocks in the hands of dirtributors. the In stitu ^  
had inevitably removed the oounter-mfluence to  W  r « ^  
which normally comes from existmg h old er of s t o c ^  But 
the remedy of market intervention is probably worse than the
evil arising from this cause.
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lor aî 5  ^  fcopt 

‘ "y'rs, and 5 »

1927-28 ' “ t

period of
uses c

ni

the put an,
thue -uoreover ti; 
cultiK hi .̂trant ^ Ihe

71 i.. ' m

“'^ e r a j ,

A



:n

fedaai^th.

-nil

V -^UVl

“ “ t S
4 e

them as 
exports in 

^ e  two pre\ious 
%  rehisine to 
J liis , combined 
Dably persuaded 
'^ a l  concession 
& adoption of a 
Ltic increase in 
cpanded, would 
monstration that 
ilistic intentions, 
ve an improved 
s to the demand, 
as concerned, the 
in the market if 
loan there was 

itions.
It of view, the 
f small improve- 
)f market inter- 
d that greater 
from his point of
j i  automatic over 
,1 The Institute 
hand and taking 
le new automatic 
of market inter- 
hnprovement on 
mthout mmket

J * * *  it '
HailV control oi 

.Market int«;

i  since market

- ‘ r t f :

ffofse

As between arbitrary and automatic control, 
the former is obviously the more powerful 
weapon, and especially with the prospect of a 
large crop to come, the Institute might well 
have been justified in feeling that by itself 
automatic control might not be sufficient. The 
choice was really, therefore, between arbitrary 
control and automatic control combined with 
the practice of market intervention, and the 
Institute chose the latter, partly because it 
would provide good propaganda, but more 
particularly because it would provide a system 
which could be satisfactorily operated by all 
the other coffee-producing States under a joint 
agreement, and Sao Paulo was now determined 
to bring about such an agreement. An 
arbitrary’ control of entries would leave far too 
much scope to the other States to evade their 
share of the burden, whereas an automatic 
regulation of entries, based on exports and 
therefore really dependent on the price level, 
would work smoothly and satisfactorily, for the 
Sao Paulo Institute would regulate the price 
level by market intervention. The change 
now made was in reality a necessary step 
towards securing the co-operation of the other 
Brazilian States, and not a deliberate improve
ment of the system of control in favour of the 
exporter.

While on the subject of the “  mechanics '' of 
the control scheme, reference may conveniently 
be made to the practice of substitution. Dur
ing 1927 exporters became loud in their com
plaints that the stock of coffee, which was 
maintained in Santos, was so small that they 
could not get adequate supplies of the particular 
grades which they required at any given 
moment. This applied particularly to the 
finest grades, for it is a well-known phenomenon 
that when the general level of coffee prices is 
thought to be high, buyers are naturally 
inclined to buy a larger proportion of the better 
grades, arguing that since in any case they must 
pay a high price, they may as well pay a little 
more and get the best. In the case of washed 
coffees, the Institute itself had a problem, for 
these coffees cannot be kept in the Brazilian 
climate for more than a few months mthout 
loss of the colour which is so highly prized by 
buyers, and the period of detention in the 
regulating warehouses was now going to be 
considerable in view of the large size of the 
1927-28 crop. Moreover, the Institute at this 
time did not want to put any avoidable diffi
culties in the exporter's way, nor arouse his 
hostility to an extent more than was inevitable. 
Accordingly, in October 1927 permission was 
given to the regulating warehouses to substitute 
at the request of the owner an equal quantity of

washed or finest grade coffees for any lot of 
coffee about to be released. Each application 
seems to have been considered separately until 
early in 1929, when the regulations were revised 
in 3 way which, according to the Medeiros 
bulletin, amounted to “ the allowance to every
body of a concession made to every private 
concern requesting the same." The device of 
substitution appears to have been of some 
utility, but its efficacy was at times largely 
reduced by the high prices which were demanded 
and paid for low-grade coffees about to be 
released. Such coffees, in other words, went 
to a premium relatively to the higher grade 
coffees which it was desired to substitute, and 
the advantage of the operation largely dis
appeared so far as the exporter was concerned. 
This was an awkward but almost inevitable 
development, and indeed the whole problem 
seems almost beyond satisfactory solution: 
exporters cannot be allowed an entirely free 
hand without a serious weakening of producers' 
control, and a compromise is inevitable. 
Though breaking our chronological study, it 
seems advisable to complete this summary of 
an intricate subject. After the crash in October 
1929, and until July ist, 1931, when a new 
scheme of releases was adopted, the Insti
tute allowed substitution only on condition 
that one-half, and later the whole of the low- 
grade coffee for which substitution took place, 
was handed over to it for destruction. This, of 
course, kept the price of these low-grade coffees 
strictly within bounds, but also naturally 
diminished the advantage of substitution. 
Since July ist, 1931, substitution has been 
deemed unnecessary in view of the revised 
scheme of control, but washed coffees are 
allowed direct delivery to the ports.

We now come to the third, and perhaps most 
important, development, namely, the provision 
of special financial resources through the 
organisation of the Banco do Estado de Sao 
Paulo. Such provision had always been an 
integral part of the defence scheme, for the 
planter's chronic need of cash made prolonged 
holding of stocks impossible unless he could 
obtain at least a substantial advance on coffee 
detained in the reguladores. The native banks 
of Sao Paulo had insufficient resources to pro
vide any large amount of money for this 
purpose over and above what they were 
already providing and in addition to the other 
demands made upon them, while in any case 
they could not tie up more than a certain pro
portion of their loanable funds in a form of 
investment lacking short-period liquidity: for 
the same reason the foreign banks could not be 
expected to provide more than a limited
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additional amount. There is no doubt that the 
retention of the 4| million bags surplus of the 
1923-24 crop for a period of a little over a year 
had been a severe strain on the farmers' re
sources. They had been loud in their com
plaints, despite the successful maintenance of a 
very high price, and it was clear that their 
loyalty to the Institute would be severely 
strained if such a situation were to recur, 
especially at a lower price level. Again, the 
Institute itself wanted more ample funds for 
market intervention, and in general the know
ledge that the defence scheme lacked really 
adequate financial resources, made the task of 
the Institute much harder, and its accomplish
ment proportionately less certain. Adequate 
finance in one form or another was the keystone 
of the whole scheme.

The Institute had, in fact, lost no time in 
setting out to procure a loan on the security of 
the I  gold milreis transport tax. But they met 
with more than one reverse. It may perhaps 
be presumed that they first tried J. Henry 
Schroder & Co., since they were the “ official” 
bankers to the Sao Paulo State Government, 
and if so, it follows that this firm refused, 
for attempts were then certainly made in New 
York. In order to ensure at least the absence 
of opposition from the consumer's point of view, 
negotiations were also opened with the Coffee 
Roasters' Association of New York, and an 
agreement was drafted on the following lines :

as

(1) No attempt to be made by the Institute 
to maintain an artificial level of prices.

(2) The policy of the Institute to be based 
on the average of the crops in relation to 
consumption.

(3) Violent fluctuations of price to 
avoided and the market stabilised as far 
possible.

(4) The minimum stock at Santos to 
1,200,000 bags.

(5) Entries into Santos to be flexible, 
accordance with the demand.

(6) The sum of i  million dollars to be spent 
in the U.S.A. by the Institute during the next 
two years on coffee propaganda.

be

in

Item 4 above represented a substantial 
concession, and would have much eased the 
situation from the buyer's point of view, both 
at the time and more still in the period ahead. 
In August 1925 the Roasters’ Association 
expressed itself as entirely favourable to the 
issue of a loan in the United States for the Sao 
Paulo Institute, and there are some grounds for 
the idea that the American bankers were on the 
point of coming to terms. But Mr. Hoover, as 
Secretary of Commerce, thought otherwise.

At this time his campaign against foreign 
combinations controlling essential raw material 
supplies, and against the British Rubber 
Restriction Scheme in particular, was at its 
height, and the direct support of coffee control 
by American money would have been too 
anomalous. Pressure was brought to bear on 
the bankers concerned, as in the case of the 
German Potash Loan, and Mr. Hoover publicly 
proclaimed that ” the Administration does not 
believe that New York banking houses will 
wish to provide loans which might be used to 
support the coffee speculation which has been 
in progress for the past year at the hands of 
the coffee combination in Sao Paulo, Brazil. 
Such support would simply bolster up the 
extravagant prices to the consumer.” * New 
York therefore declined, and the Institute had 
to turn once more to London. On January 
2nd, 1926 a contract for a loan of £10,000,000 
was signed with Lazard Brothers, and by Law 
No. 3988 of the same date the Secretary of 
Finance for Sao Paulo State was authorised to 
issue gold bonds to that amount. Against these 
the Institute issued bonds of its own, which were 
purchased by Lazard Brothers in two series of 
£5,000,000 each, and offered for public sub
scription on January 6th and June 7th, 
£4,000,000 of each issue in London, £500,000 in 
Holland, and £500,000 in Switzerland. The 
issue price of the first series was 94 per cent., 
and of the second 97J per cent., all bearing 
interest at 7J per cent, and being redeemable 
on or before January ist, 1956, at 102 percent., 
for which purpose a cumulative sinking fund 
was provided.

The proceeds of the loan were converted 
into milreis as received. It seems probable that 
the bulk of the money was exchanged at not 
less than an average of y d̂. per milreis, for the 
announcement of his policy of stabilisation at 
6d. was not made by Dr. Washington Luis, as 
Federal President-Elect, until October. Had 
this change in policy been foreseen, the Institute 
would obviously have saved a heavy loss by 
keeping the loan proceeds in London as the 
basis for such credits as it required : in this \yay 
the tremendous depreciation of the capital 
involved in the fall of exchange from over 7̂  
to under 6d. would have been largely avoided. 
But the new President kept his own counsel 
even if he had already made up his mind, and 
no one in the summer of 1926 suspected such a 
drastic reversal of exchange policy.

The Institute was now able to purch^e 
from the State Government the existing 
reguladores, which the latter had purchased

• See the Index of the Now York Trust Company for 
February 1928,
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from the Federal Government in 1924. Pur
chases were also made of the stock of a small 
local bank in sufficient quantity to give full 
control, though it still nominally remains a 
private company. This bank was then re
named the Banco do Estado de Sao Paulo, and 
reorganised into two separate departments, one 
intended for tlie transaction of mortgage busi
ness primarily on agricultural land, though 
urban property was not excepted, and the 
other for discounting coffee bills of lading and 
warehouse receipts, though it was not pre
cluded from any ordinary banking business. 
By October 1926 the bank was operating on its 
new basis, and had taken charge of the financial 
affairs of the Institute, which had so far been 
managed by one of its own departments.

The Bank \vas not, however, called upon to 
finance much coffee during the 1926-27 crop, 
which at 14-7 million bags for all Brazil was 
readily absorbed in the normal way, and on 
July ist, 1927, the interior stocks at 3*3 million 
bags were only 500,000 bags greater than in 
1926. But indirectly the new riches of the 
Institute had a considerable effect, for on com
mercial grounds the carry-over from 1926 
should certainly have been disposed of alto
gether : to allow any increase was the height of 
folly. The flowering of September 1926 had 
given promise of a bumper crop in the 1927-28 
season, and as the months continued to pass by, 
this became a certainty. Whatever the financial 
resources available, common business prudence 
pointed unmistakably to the obvious wisdom 
of clearing out all existing stocks in preparation 
for the huge surplus in sight in the near future, 
and thus liberating all available financial 
resources even if this involved a further decline 
in prices. The Institute, however, chose to 
allow a further accumulation of stocks, so that 
the total carry’-over was approximately one- 
third of a year’s exports from Santos.

At first sight, the Institute's policy during 
the winter of 1926-27 seems sheer madness. 
It is possible, however, to find certain excuses. 
Ever since its establishment, the price level had 
been obstinately declining, and, though still 
leaving a wide margin over costs, it was now 
relatively low as compared with two years 
previously. If the Institute had already built 
up a reputation of stability and of firm control, 
a further decline might have been faced in 
order to liquidate existing stocks in preparation 
for the coming large crop. But the Institute 
was, in fact, still very much on its trial, both 
in the eyes of Brazihan farmers and of the 
world at large. The prospect of the big crop 
raised doubts in all minds as to whether the 
Institute, even with its newly-acquired

resources, could finance the amount of coffee 
necessary to prevent a collapse in prices. Ihe 
world market was eagerly looking for signs of 
weakness, and the other coffee-producing States 
whose co-operation was now all the more 
desirable, and in fact essential from Sao Paulo's 
point of view, would not join a ship about whose 
seaworthiness they had considerable doubts. 
It is, in fact, possible to argue that the attempt 
to dispose of an extra 3 million bags would have 
precipitated a serious break in the market, and 
not merely a further small decline. The 
Institute had to do everything possible at this 
time to maintain the confidence of its existing 
supporters, to win new supporters, and to 
convince its opponents of its ability to control 
the market.

There is, therefore, this negative defence on 
the lines that the Institute dared not pursue 
the policy of prudence and common-sense. 
Positively, there is not much which can be said 
in its defence. It is true that few people 
realised the full magnitude of the coming crop, 
though all realised it would be very large. It 
can also be urged that the world's visible 
supplies were less than 4 J million bags, and that, 
even with the addition of the Brazilian interior 
stocks, the combined total of 7J million was 
considerably below the 10 million bags which 
visible supplies had averaged in the past. But 
this does not alter the fact that Brazil was 
financing well over 3 million bags of this total. 
The Institute may have thought that the Sao 
Paulo crop would not amount to more than 
15-16 miUion bags, and may have counted on 
a crop of 6 million bags to follow : further, 
exports now seemed to be on the increase from 
the low level of 1925. But even on this basis 
the probable carry-over in July 1929 could not 
be less than 5 or 6 million bags, or at least 
half a year’s supply, while at the peak it would 
be necessary to finance not much less than 20 
million bags. This latter part of the problem, 
however, probably did not worry the Institute 
overmuch, for London seemed quite ready to 
supply any amount of money, and the costs of 
borrowing for the short period of the peak load 
would not be too burdensome, if this enabled 
prices to be maintained at the existing level. 
As for the more distant prospect, “ God is a 
Brazilian,”  and it would be most unwise to 
commit political suicide on the chance that 
this was no longer true.

As has been said, the organisation of more 
adequate resources had an indirect effect, in 
that it doubtless stiffened the Institute in its 
determination to eschew the course which 
prudence was pointing out during the latter part 
of 1926 and the beginning of 1927. But despite
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its rigid control of entries, the Institute found 
itself unable to stem the downward trend of 
price. From an average of 22*13 cents for 
September 1926,the price fell sharply to a little 
over 20 cents for October : this level was main
tained until the New Year, and then, under the 
combined influence of the arrival of the mild 
crops and the growing assurance that the 
expectations of a bumper crop * from Brazil 
would be more than realised, the fall continued 
until i6*88 cents was reached for July 1927. 
But from August onwards a rapid rise began, 
as the world also became convinced of Brazil's 
determinatiom to store the surplus, however 
big, and of her ability to do so, while the 
Institute assisted the movement by market 
intervention on a considerable scale. The 
following price statistics show the meteoric 
rise which took place :

A V ER A G E O F SPO T  P R IC E S  F O R  SANTOS 4’s IN
N EW  Y O R K

1927
cents per lb.

J u l y ................................................................  16-88
August ......................................................  16-98
Septem ber .................................................. 17*75
October ......................................................  20-66
November .................................................. 22*13
December .................................................. 21-16

Needless to say, it was Brazil’s ability, 
rather than her determination, which weighed 
with the world market. The latter had been 
already demonstrated by the conclusion of the 
first convention with the other Brazilian coffee- 
producing States in May 1927. This, however, 
occasioned no response on the part of the price 
level: the mere extension of control was 
nothing if adequate finance was not to be forth
coming. This crucial issue was virtually 
settled with the granting of a ;f5,000,000 credit 
for one year by hazard Brothers in September, 
while shortly afterwards it became known that 
the Banco do Estado had arranged a contract, 
also with hazard Brothers, for the issue of a 
£5»ooo,ooo twenty-year term loan against 
mortgage loans made by the Bank, the issue to 

*be made in four series, the first almost immedi
ately. These matters must now be considered 
in more detail.

The Inter-State Convention of May 1927 
was not by any means a first attempt to secure 
the co-operation of the other producing States : 
rather it represented the climax of long, and 
hitherto more or less abortive, negotiations. 
The State of Minas Geraes is the next biggest 
producer after Sao Paulo: its exportable crop

♦  The crop was to  bo no loss than 17*3 million bags for Sao 
Paulo and 26*1 million bags for all BraziL W ith tho addition 
of Minas coffee despatched through Sao Paulo, the Santos crop 
was over 18 million bags«

at this time was rather more than 3 million 
bags, of which about 600,000-800,000 bags 
were exported via Santos, and the rest through 
the ports of Rio and Victoria. The State of 
Rio itself normally exports through Rio about 
700,000-900,000 bags, and also a little more 
through Victoria. Espirito Santo had at this 
time an exportable crop of about 800,000- 
1,000,000 bags, mainly through Victoria but 
some through Rio, while Bahia and Pernambuco 
added another 400,000 bags. At this time the 
production of Parana was insignificant. It 
should be observed, however, that estimates of 
production in each State are really only rough 
approximations, for each State exports through 
more than one seaport, and the only reliable 
figures are for the exports, which normally show 
rather more than 3 million bags passing through 
Rio, and rather more than i  million bags through 
aU the other ports, not including the 700,000 
bags of Minas coffee exported via Santos.

The first step by any of these States was 
taken in August 1925, when Minas levied a 
transport tax of i  gold milreis similar to that 
which had been imposed in Sao Paulo. Such 
action was virtually forced on Minas, for Minas 
coffee exported via Santos had to pay the Sao 
Paulo tax, so that those producers who could 
ship through Rio were enjoying a differential 
advantage. The proceeds of this loan were 
accumulated until December 1925, and were 
then used as the basis for loans tothefazendeiros 
through the State Bank. The second step 
came in November 1925, w'hen a formal meeting 
took place between representatives of the Sao 
Paulo Institute and the State Governments of 
Minas and Rio. The latter followed Sao 
Paulo's lead to the extent of passing a law 
creating a coffee defence service, but nothing 
was actually done until August 1926, when an 
Institute, similar to that in Sao Paulo, was 
organised, though with representation of the 
farmers, and a gold milreis tax imposed. Minas 
stoutly refused to agree to restrictions which 
would result in any carry-over from one year 
to another, but was willing to regulate railway 
shipments so that the crop reached the ports 
evenly throughout the year,* i.e. the shipment 
each month of one-twelfth of the crop. It 
must be realised that the Minas man is by nature 
an individuahst, and that Minas politics are not 
dominated by coffee as is the case in Sao Paulo, 
Nvhile from the point of view of Minas, Rio, and 
the other States, it was obviously to their

• The great evil in  tho eyes of the Mineiro was that the 
planter’s need for cash compelled him to  force his coffee on to 
the market in the early months of the marketing year; thus 
prices were depressed then, and again in the last months because 
speculative sales in, say. May for delivery in September were 
nearly always profitable*
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advantage that Sao Paulo should “ carry the 
baby,” so long as she was willing and able to
do so.

This half-hearted co-operation did not, of 
course, satisfy Sao Paulo, but nothing more 
could be done at the moment. It was not until 
the picking of the 1927-28 bumper crop had 
actually commenced that Minas and Rio became 
more amenable. The size of their own crops 
was alarming in itself, and a breakdown of the 
Sao Paulo Institute would be absolutely 
disastrous : the flood of coffee which would be 
forthcoming with unrestricted entries would 
lead to unimaginable prices for the hard Rio 
coffees. The States of Minas, Rio, and Espirito 
Santo, therefore, agreed in May 1927 to regulate 
entries into Rio and Victoria as from June loth 
according to the automatic monthly system in 
operation at Santos, i.e. entries for each month 
would be the quantity exported in the preceding 
month. The three States were each allotted a 
percentage of thetotal permissible entries at each 
port, according to the proportions of the exports 
from that port which each was estimated to have 
supplied in the recent p a st: these quotas were, 
of course, the subject of much bargaining, for 
the available statistical information is, as has 
been noted above, far from complete. This 
first Inter-State Agreement was to be reviewed 
at a further meeting in September.

B y that time the situation of the Sao Paulo 
Institute had been changed substantially for 
the better by the promise of the £5,000,000 
credit from hazard Brothers. There was now 
no doubt that Sao Paulo could weather the 
storm, and the obvious course for the other 
States was to get tow-ropes over to the 
Institute’s ship as soon as possible. At the 
second convention (September 1927) the States 
of Pernambuco, Bahia and Parana were also 
represented, and anew andmore detailed scheme 
was agreed upon. The automatic regulation 
of port entries was confirmed, and in addition 
maximum stocks were fixed for each port as 
follows : Santos 1,200,000 bags, Rio 360,000, 
bags, Victoria 150,000 bags, Bahia 60,000 bags, 
and Paranagua and Recife each 50,000 bags. 
To bring the existing stocks up to these maxima, 
a supplementary quota was established on the 
scale required to reach the maxima within a 
month, but if the New York terminal market 
quotation declined more than ten points below 
the average of the preceding week, these supple
mentary quotas were to be discontinued until 
the quotation averaged within ten points of, 
or higher than, the level at which the quota had 
been in operation. As interpreted by the Sao 
Paulo Institute, this meant that the supple
mentary quota would not operate so long as the

general price level was falling, but only if it was 
stationary or rising. This device was not 
without its merits, for it provided an additional 
short-period elasticity, and an effective answer 
to the complaints of exporters that if they 
increased their purchases by any substantial 
amount, the Santos stock became so reduced 
that they could not get the precise grades 
they required. B y slightly raising the price, 
increased entries could be obtained within a 
week instead of a month. Equally from the 
Institute's point of view the accumulation of 
stocks in Santos consequent on diminished 
buying would be more rapidly checked as the 
result of the consequent decline in the price. 
The Brazilian mind is singularly apt at devising 
such mechanisms, a fact which will be further 
exemplified as this history proceeds.

The regulation of port stocks was the only 
new feature in this second Inter-State Agree
ment, with the exception of the enactment of a 
tax of 200 reis per bag for consumption pro
paganda.* The rest of the agreement con
cerned the percentage which each State was 
to have in the permissible entries to each port. 
This also need not be considered in detail, and 
we can pass to an examination of the now 
perfected financial arrangements of the defence 
scheme.

As has been already stated, the granting of 
the £5,000,000 credit for one year, followed by 
the arrangements for the £5,000,000 gold 
mortgage loan to the Banco do Estado, had 
freed the Institute from any fear as to its abihty 
to provide sufficient finance for the current 
bumper crop. But for a proper understanding 
of subsequent developments, it is essential to

* The In stitu te  displayed great energy in initiating a  cam 
paign for increased consum ption. B y  the early summ er of 
1928 con tracts for advertisem ent and propaganda had been 
arranged w ith agents in m ost Eluropean countries, and in other 
South Am erican countries, as well as in the U .S.A . through 
the R oasters’ A ssociation. G rants were to  bo made to  drug 
stores and cafes serving only Brazilian coffee, “ express ” 
coffee m achines were to  be installed on board ships and else
where, while there was to  bo a  Press and bill-poster cam paign 
in selected towns. These con tracts were, I  gather, renewed in 
1929, but I  have insufficient inform ation as to  the more recent 
sta te  of affairs, though apparently the cam paign continues on 
the same lines. There seems little  doubt, however, th a t the 
campaign was on a scale far too sm all to  be productive of 
appreciable results. On an annual export of 15 m illion bags 
the proceeds of the tax  would am ount to  about £75,000 a t the 
exchange ra te  of 6d. which ruled in 1928 and 1929, and it  is 
fairly  obvious th a t th is sum spread over so m any countries 
could not produce much result. I t  would probably have been 
much better if the In stitu te  had concentrated its efforts and 
its resources on one or two countries, or oven on specific towns 
in these countries. Critics of the defence policy m aintain th at 
the campaign was really little  more than a sop ” to  consuming 
interests. One other aspect of the ta x  deserves m ention, 
nam ely, th a t in the last year or two Siio Paulo opinion has boon 
inclined to doubt whether the advertisem ent of Brazilian coffee 
is not doing Sao Paulo coffees more harm than  good, on the 
ground th a t the coffees of the other S ta tes are of inferior cjualitv 
and may therefore earn a bad name for Brazilian coffee as a 
whole : the Paulista.s fool th a t it m ight be bettor to  breakaw ay
from the other S ta tes and conduct a  campaign for Silo Paulo 
coffee as such.
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grasp the general relations of farmers, com
missaries and banks in Sao Paulo. Before the 
organised control of the Institute with its pro
longed retention of stocks, the farmer used to 
send down his crop to Santos as quickly as 
possible, and upon arrival it was sold within a 
short period, so that usually by Christmas he 
had received the whole proceeds of the crop. 
However, since, like most farmers, a coffee 
planter usually starts with insufficient working 
capital, he has insufficient means of meeting his 
current expenses during the growing period of 
his first crop, and the Santos commissario comes 
to his assistance by advancing money as 
required, against an undertaking that the crop 
shall be sold through him. Thus the farmer 
runs up a bill with the commissario, and when 
the latter has sold the crop, he repays himself, 
and remits to the planter only the balance, if 
any, of the proceeds of the sale over the total 
amount advanced plus interest charges. The 
farmer therefore soon requires to borrow again, 
and so the system becomes permanent, for it 
does not pay the farmer to lock up large quanti
ties of capital which are only required for a 
short period of the year, and which he has no 
facilities for employing temporarily when not 
required. The commissario usually obtained 
the money for making these advances to the 
planter by pledging his capital with the banks, 
or by overdrafts allowed on his personal 
reputation : few commissaries had sufficient 
capital of their own for the purpose, and in any 
case most of their own capital would probably 
be employed in giving long-term mortgages to 
the farmer for new planting, etc., since the 
banks did not normally handle this business. 
On the whole this system of short-term credit 
appears to have worked reasonably well, for 
competition amongst the commissaries in their 
desire to handle the largest possible amount of 
coffee meant competitive rates of interest on 
the advances required by the farmer, and 
though usually as high as 10-12 per cent., this 
was not an unduly high level on Brazilian 
standards.

When the regulation of entries into Santos 
began, the situation was radically changed. 
Instead of receiving the proceeds of the sale of 
his wffiole crop during November and December, 
the farmer now received roughly one-twelfth 
of an average crop every month, and if the crop 
was above average, the surplus was carried over 
on July 1st into the next season. The farmer 
therefore needed a permanently larger volume 
of working capital for average crops, and in 
addition a further temporary increase if the crop 
was above average and the surplus consequently 
detained in the reguladores : any carry-over

would, of course, also delay the marketing of 
the next crop. But while the farmer thus 
required more money, he now had an additional 
security to offer, namely, the stocks of his coffee 
in the reguladores. Acting as the acceptor of 
bills of lading drawn by the planter, the com
missario could pledge them with a bank, and 
thus obtain the additional money required for 
making the larger advances now required by 
the planter. The limiting factor was the 
willingness of the banks to make advances on 
the coffee bills, and ultimately the ability of the 
banking system as a whole to find the money 
required. As has already been said, the large 
crop of 1923-24 severely taxed the financial 
resources of all concerned, and the planters, as 
those who had to bear the brunt, were loud in 
their complaints : many of them had, in fact, 
been forced to sell part of their crops up- 
country for cash at prices far below the Santos 
market price. The ;£io,ooo,ooo loan, and the 
organisation of the Banco do Estado, went far 
to remedy the situation. The chief function 
of the Banco was to provide advances on any 
remainder of bills and warehouse receipts not 
discounted by the ordinary banks : in other 
words, when the ordinary banks stopped, the 
Banco had to fill the rest of the gap. During 
the 1926-27 crop all went well, for the crop was 
only an average crop. But it was the fear lest 
the Banco’s resources should prove insufficient 
to fulfil this function which caused such a 
heavy fall in the price as soon as the bumper 
crop of 1927-28 came into prospect. The 
provision of further resources through Lazard 
Brothers, however, put an end to such fears, 
and at the same time the arrangement of the 
mortgage loan finally disposed of any worry on 
the farmer’s part, for if he could not get 
sufficient cash on his bills of lading, he could, 
if the worst came to the worst, do so by mort
gaging his plantation at what seemed very 
reasonable terms.

From the farmer’s point of view, the milreis 
price is what matters at any rate in the short 
period. From a low level of 23S850 per 10 
kilos in June and July 1927, the official price of 
Santos 4’s averaged 28S500 in October, 31S000 
in November and December, 32S000 in January 
1928, 33S000 for February, March and April, 
338250 in May, and 33S500 for the rest of the 
year. As has already been said, these official 
prices were rendered somewhat artificial by the 
Institute’s intervention and control in the 
market; in general they err on the high side, 
sometimes by little, sometimes by much. But 
they provide a rough guide, and the actual 
selhng value of a bag of Santos 4’s can be put 
at i7o-i90$ooo during this season. On this
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price basis, the 17 million bags Sao Paulo crop 
of 1927-28 was financed on a gradually increas
ing scale from 8o$ooo to 120S000 : the average 
was certainly not less than ioo$ooo per bag. 
Such advances were perfectly reasonable from 
the lender’s point of view, provided he was sure 
that the current price level would be roughly 
maintained at least until such time as the coffee 
was released and sold: and the newly-found 
general confidence in the Institute was such as 
to preclude any fears to the contrary. But 
though reasonable in this sense and from this 
point of view, such advances were most un
reasonable from the point of view of the 
borrower’s needs, and the resulting reactions 
on the general economic equilibrium of Sao 
Paulo and Brazil were to be disastrous.

To judge what such advances meant to the 
farmer, it is necessary to consider the nature of 
his normal costs of production, and the actual 
costs of producing such a bumper crop as that 
of 1927-28. The first essential point is that on 
almost all types of fazenda * fixed costs in a 
normal crop year amount to rather over 75 per 
cent, of the total costs, excluding all interest 
charges; in other words, all costs which vary 
with the size of the crop constitute only 25 per 
cent, of normal total costs. By far the biggest 
item is the colonist’s wages for the care of the 
trees, and this is the same whether the trees 
bear a large or a small crop. This accounts 
straightaway for over 45 per cent, of normal 
total costs; the balance is made up of such 
items as administration, pruning and manuring, 
reserves for replanting, depreciation of machin
ery, buildings, etc. The largest item of the 
variable costs is the actual picking of the crop, 
which is paid for separately from the cultivation 
of the trees, and the balance consists of trans
port to the drying ground, drying, hulling, 
bagging, transport to station, etc. On this 
basis of 75 per cent, of the total costs fixed, it 
follows that if the aggregate costs of a normal 
crop are taken as 100, the aggregate costs of 
producing a crop twice as large as that normal 
crop will only be 125, while the aggregate costs 
of producing a crop half as large as the normal 
crop will be as much as 87J. Conversely, if the 
cost per bag of the normal be taken as 100, the 
cost per bag of the bumper crop twice as large 
will be 62 ,̂ while the cost per bag of the small 
crop will be 175.

These general propositions rest on a sure 
foundation. But for the purpose in hand it is

•  Fazendas w ith a  very high yield will show fixed costs two 
or three points less, and those with a  sub-norm al yield two or 
three points more. Various factors, in particu lar th e  higher 
wages paid on th e  new high-yielding fazendas because they are 
in new districts, account for the  small range in th is basic 
proportion.

necessary to consider actual figures. Now it 
may be stated without fear of contradiction 
that any statistics purporting to give average 
costs of production in Sao Paulo, even for a 
specified crop, are inevitably misleading. In 
the first place, the normal yield of different 
fazendas varies all tlie way from 25 arrobas to 
200 arrobas per 1000 trees, and even more : an 
average is not a suitable statistical measure
ment under such circumstances. Secondly, 
costs on normally high-yielding fazendas are 
not by any means in proportion to the costs on 
normally low-yielding fazendas, since, for 
example, the former are usually in newly- 
developed territories where transport costs and 
labour costs are much higher than in the older 
zone. Hence, in his investigation for the Sao 
Paulo Institute, Dr. J. C. Muniz wisely con
fined himself to an investigation of typical 
fazendas in each of the three kinds of zones : 
{a) the Old Zone with trees 30-60 years old, 
yielding 37 arrobas per 1000 trees, (6) the 
Intermediary Zone with trees 30-40 years old, 
yielding 55 arrobas per 1000 trees, and (c) the 
New Zone with trees 4-20 years old, yielding 
70 arrobas per 1000 trees : and he made no 
attempt to give average results for the whole 
of Sao Paulo, because there is no means of 
classifying the total number of trees according 
to normal yields, while the allocation of each 
class into its appropriate zone could only be 
done in the roughest possible manner. Dr. 
Muniz’s statistics have been widely used by the 
President of Sao Paulo, the President of the 
Institute, and the leaders of the industry, for 
the purpose of justifying the level of prices in 
1928 and 1929 so that there is no doubt that in 
the producer’s eyes they do not understate 
the position. The figures may, in fact, be 
criticised as too high, but for the present 
purpose it is desirable to see how producers 
stood in 1927-28 on a basis which they them
selves have endorsed.

The method of calculating the advance per 
bag on the 1927-28 crop which the farmers 
really needed is as follows. Since the method 
is the same for all, Dr. Muniz's Intermediary 
Zone fazenda will be taken as the example. 
From July ist, 1927 to the middle-end of 
March 1928, the coffee entering Santos was still 
of the 1926-27 crop. This crop was roughly 
an average crop, and therefore Dr. Muniz’s 
figures * as they stand can be taken as repre
senting its costs of production. The first step 
is to ascertain what profits the farmer was 
receiving from the sales of his 1926-27 crop. 
This fazenda, as shown by Dr. Muniz’s figures,

• Dr, Muniz s statistics for all throe of his typical fazondas 
arc roproducod in Table IX  in the  Appendix.
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produced an average crop of 55 arrobas per 
1000 trees, at an aggregate cost, delivered in 
Santos, of 1969S000 ; this sum including not 
only all freight, taxes and interest charges on 
working capital,* but also interest, or really 
profit, at 10 per cent, on the capital investment 
at the current value of the trees. The price of 
Santos 4’s per 10 kilos during the whole period 
of the sale of the 1926-27 crop averaged 
approximately 28S000, but since these official 
figures may err on the high side, and since the 
crop of the majority of farmers does not quite 
average grade 5, this figure will be reduced to 
2 6 $ o o o . The sale of the 55 arrobas would 
therefore realise 2145S000. leaving a surplus of 
176S000 over costs as defined above. Now 
these costs include a 10 per cent, return on the 
capital invested, and if we make the very 
reasonable assumption that the farmer should 
not have taken more than this 10 per cent, for 
his own personal expenditure, this surplus of 
176S000 per 55 arrobas (or, which is the same 
thing, per 1000 trees) would have been available 
to help meet the expenses of the 1927-28 crop.

The next step is to reckon the costs of the 
17 million bags crop of 1927-28, which will be 
taken as 70 per cent, above normal. Deducting 
freight, taxes and interest charges, the aggre
gate cost per 1000 trees at the average yield (as 
that of 1926-27) is, according to Dr. Muniz's 
figures, 10458000. Of this, three-quarters 
represents fixed costs : the remaining quarter 
is increased by 70 per cent., and the aggregate 
cost at a yield of 93 arrobas (70 per cent, above 
the average 55 arrobas) is 12278000 per 1000 
trees. This represents the cash which the 
farmer had to find in order to get his crop to the 
reguladores. From the surplus proceeds of 
the sales of the 1926-27 crop he has 176S000 
per 1000 trees, and the remaining 10518000 
must be obtained on the security of the 93 
arrobas which each 1000 trees has produced. 
This works out at 468000 per bag. As has 
already been said, he actually obtained about
looSooo per bag !

A similar calculation for the other two
typical fazendas suggests that the planter in 
the New Zone w'ould not have required an 
advance of more than about 328000 per bag. 
The picture is rather different for the planter m 
the Old Zone. The sale of his 1926-27 crop 
would have resulted in a deficiency instead of 
a surplus : in other words, he would have 
obtained something less than 10 per cent, return 
on his capital. If this deficiency is carried 
forward, he would have required an advance 
of 808000 per bag on his 1927-28 crop. There

* For a  period of sixteen months, t.e. allowing for the aver- 
age detention in reguladores a t this date.

would, however, be little justification for carry
ing the deficiency forward. It is true that his 
costs were increased by interest charges during 
the period his coffee was detained in the 
reguladores, but this cost really represents the 
cost of the defence scheme, and must be 
reckoned against the benefits of that scheme in 
its effect on the selling price : in other words, 
this old plantation could probably no longer 
pay 10 per cent, on an unregulated normal 
selling price, and was probably at this time 
doing better under control than it would have 
done under laissez-faire, though not well 
enough to pay a full 10 per cent. If the 
deficiency is not carried forward, the advance 
required w'ould have been 688000 instead of 
808000.

These farmers in the New, Intermediate 
and Old Zones therefore required advances of 
32, 46 and 80 milreis per bag at the most, 
instead of the 100 milreis which they received. 
This estimate indeed almost certainly errs on 
the high side, in that Dr. Muniz's figures are 
probably liberal, while the average selling price 
w'hich has been adopted for the 1926-27 crop is 
probably on the low side. Further, the 
allow’ance of 10 per cent, on the capital invested 
is sufficiently generous : a wise planter would 
have put some of this into a reserve fund, and 
thus provided some of his working capital at a 
lower rate than the 12 per cent, charged by the 
commissario. On the other hand, for a short 
period, when they were settling their harvest 
accounts in the early autumn, the planters 
might have required more cash in hand. But 
with these and other qualifications, and with a 
generous allowance for the possible error in 
these statistical calculations, there can be little 
doubt that the typical farmer of the New Zone 
received advances for his 1927-28 crop exceed
ing his requirements by 50-60 milreis per bag, 
and the farmer in the Intermediary Zone 
an excess of 40-50 milreis per bag, while 
even carrying forward the deficiency from the 
1926-27 crop the Old Zone farmer certainly 
had money to spare. In other words, the 
owners of 100,000 trees in the Intermediary’ 
Zone suddenly found themselves with spare 
cash to the tune of 1150S000 per 1000 trees 
(50S000 per bag on the 23 bags yield per 1000 
trees), or in round figures an aggregate of 100 
contos, while those in the New Zones received 
even more. No wonder that the Institute
seemed a fairy godmother !

But before considering what the planters
did with this large amount of spare cash, it \\dll 
be as well to see how their prospects were shap
ing in the future, for the above calculations do 
not apply after the 1926-27 crop was sold out
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during March 1928. At the end of 1927, the 
Santos price had averaged 31S000, and was 
steadily mounting. There was certainly no 
reason why such a price should not be at least 
maintained for some time : the Institute had 
weathered the storm, and the very short crop 
in prospect for 1928-29 would make possible a 
large reduction in the accumulated stocks. 
Actually by March the price averaged 33S000, 
and two months later was 33^500, so that the 
price obtained by the farmer for the sales of the 
first part of the 1927-28 crop may be put at 
about 30S000 per 10 kilos, or 180S000 per bag. 
For the fazenda in the Intermediary Zone, the 
aggregate cost of the 1927-28 crop of 93 
arrobas per 1000 trees consigned to the regula- 
dores has been reckoned above as 1227 Sooo, 
which is approximately 53^000 per bag. The 
total costs including interest on the working 
capital, but not on the capital invested, would 
work out as follows :

Per bag.
Cost of production as consigned to  reguladores .......  53S000
Add Gold Tax (1 milreis gold per b a g ) .........................  4S600
F reigh t to  S a n to s .......................................................... •_••• lOSOOO
Commission for commissario (3 per cent, on selling

price) .................................................................................  5$400
In terest charges, say .......................................................... lOSOOO

T otal ......................................................................  83S000

The sale price, therefore, exceeded total 
costs by 97S000 per bag. The capital invest
ment per bag was 44 trees at 5S000 per tree, 
or 220§ooo. If the surplus over costs be put 
at only 80 §000 per bag, so as to be absolutely 
on the safe side, the farmer stood to get a 
return of over 35 per cent, on his capital. Even 
the planter in the Old Zone might anticipate a 
return of at least 25 per cent., while those in the 
New Zone would see their whole capital back 
with one more similar season.

Thus, towards the end of 1927 the farmers 
not only had very large supplies of surplus cash, 
but the prospect of enormous profits on the 
sale of their 1927-28 crop. It was, of course, 
clear that the current crop (i.e. 1928-29) would 
be very small, and therefore very costly : few 
could hope to make much profit, but, on the 
other hand, few need anticipate an actual loss, 
so long as present prices were maintained. 
But it may be doubted whether, in fact, many 
planters looked forward even so far as this. 
As Brazilians, the thing which really mattered 
was that they had more surplus cash in their 
pockets than they had ever known before, and 
as Brazilians the temptation to spend it before 
it was required for some other purpose was 
irresistible. The fazendeiros and their families 
poured into the city of Sao Paulo, and bought, 
or built, fine houses, costly motor-cars and

every form of modern luxury. The shop
keepers soon found that price was a minor 
consideration to such buyers, and so they too 
began to make, and spend, huge profits. As 
well as the money spent in Sao Paulo and 
within Brazil, money was poured out abroad : 
a prominent banker in Sao Paulo estimates that 
the Sao Paulo banks provided at the very least 
£1,000,000 in letters of credit, and other 
instruments, for planters who spent the winter 
of 1927-28 in Europe, and to this must be added 
the far from small cost of the ocean passages, 
most of which were presumably paid before 
leaving Brazil. It is said that no one who was 
not an eye-witness can comprehend the extent 
to which money was circulating in Sao Paulo 
at this time.

But though there was so much spending, 
many people found it almost impossible to 
spend all the money which they had received 
as advances, and that which they were receiv
ing month by month in the form of profits on 
actual sales, while those who did succeed in this 
task were anxious for still more money. Con
sequently all forms of investment were favour
ably received, and money was poured into shops, 
offices and factories, and also into houses for 
the new industrial population, as well as into 
city mansions for the wealthy, with the 
inevitable corollary of a boom in real estate as 
well as in the building trade. Towards the end 
of 1928 every hour of the working day produced 
at least one new house in Sao Paulo city ! 
But many coffee planters naturally thought that 
the best form of investment was in coffee, and 
there was, therefore, a still greater increase in 
the rate of new planting. It must be remem
bered that coffee production on the high- 
yielding virgin land of the newly-opened 
territories had been a tempting proposition for 
some years, and the rate of planting had been 
rapidly increasing. Hitherto it had been 
hindered, partly by doubts as to the powers 
and stability of the Institute, but mainly by 
shortage of the necessary financial resources. 
Now all doubts had vanished, and the resources 
were to hand, while the new facilities for 
mortgage operations would supply any remain
ing deficiency. Naturally the development of 
new fazendas was undertaken by the more 
enterprising, many of whom sold their existing 
properties outright at very high capital values, 
though for the most part the buyers were only 
able to pay a proportion in cash, the rest being 
settled by a mortgage to the original owner. 
It seems likely that 15-20 per cent, of the trees 
in Sao Paulo changed hands during 1928 and 
1929. Others mortgaged their existing pro
perty and constructed new fazendas with the
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proceeds, while all available land on existing 
fazendas was planted up. But the new plant
ing was not confined to such relatively large- 
scale capitalistic operations. During the 
previous four or five years, many ex-colonists 
had made money by growing cereals, which 
had been highly priced because the prosperity 
of the fazendeiros had enabled them to dispense 
with the practice of allowing the inter-planting 
of cereals by their colonists between the coffee 
trees. These ex-colonists and others now used 
their savings to buy land, clear it and plant it 
with coffee, reckoning to finance themselves, 
while the coffee trees were growing, by the sale 
of inter-planted cereals. The development of 
these small plantations was especially marked 
in the new district of the Sorocabana Railway 
centred round Presidente Washington * and 
Santa Anastacio. This was one well-marked 
zone of new planting, the other two being along 
the North-West Railway from Pennapolis to 
Aracatuba and beyond, and along the new 
Alta Paulista Railway, and between that and 
Pirajuhy on the North-West Railway. More 
will be said of these developments later.

The general business boom in Sao Paulo, 
and particularly the building of houses and 
factories, the great increase in new coffee 
planting, and the demand for coffee financing 
at such high rates, all combined to cause a big 
demand for credit from the banks. Everyone 
raised money in every possible way, and to the 
utmost possible extent, in order to secure a 
share in the enormous profits which were 
realisable, at least on paper, from almost every 
kind of enterprise. The banks followed suit 
and expanded credit, with the result that 
currency inflation quickly ensued, and the 
rising prices further stimulated the general 
boom. Comparing December 31st, 1926 with 
December 31st, 1927, the returns of the four 
native banks in Sao Paulo, consolidated 
together, show an increase in deposits from 
583,000 contos to 750,000 contos, the percentage 
of cash to these deposits falling from 32-6 to 
28-1 : by December 31st, 1928 deposits had 
further increased, and the percentage of cash 
had fallen to 25*7. The statistics of the Banco 
do Brazil show a total note issue of 2,569,000 
contos in December 1926, 3,005,000 contos in 
December 1927, and 3,379,000 contos in 
December 1928, though, as the notes held by 
the Banco itself increased from 176,000 contos 
in 1926 to 505,000 contos in 1928, the increase 
in the active note circulation was not quite so 
great as the statistics of total notes issued 
suggest. Further, it must be remembered that

* This town is marked Poraguassu except on the more recent 
maps.

the colonist, and even the small shopkeepers 
and traders, hold their savings in the form of 
hoarded notes, and as the general prosperity 
spread downwards throughout the whole 
community, an increasing quantity of notes 
passed for practical purposes out of active 
circulation into the poor man's stocking. Un
doubtedly, however, there was considerable 
monetary inflation, and this took place without 
affecting the external value of the milreis, 
because of the steady stream of foreign loans 
which were contracted by the Federal Govern
ment and the State Governments at this time. 
As regards coffee financing, the native banks 
and the foreign banks participated largely in 
the early financing of the 1927-28 crop, but as 
the boom developed, the foreign banks found 
more liquid and more attractive uses for their 
funds, and as the months passed by, most of 
them, together with at least one of the native 
banks, more and more strictly limited their 
liabilities on coffee, and the Banco do Estado 
was called upon to make good an ever-widening
gap.

It will be convenient to continue this survey 
of the planter’s financial position and its 
results before returning to a consideration of the 
Institute's activities and poUcy. As has been 
said, the 1928-29 crop was small, 6*8 million 
bags in Sao Paulo as against over 17 million 
bags in 1927-28: moreover, the increased 
number of trees planted in 1921-22 and 1922- 
23 were now coming into full bearing, so that 
the decline in the yield on the other plantations 
was even greater than if the normal crop is still 
reckoned as 10 miUion bags. Working on Dr. 
Muniz's figures, and assuming a yield 60 per 
cent, of the average yield, the cost of placing 
the 1928-29 crop on the railway was in the 
neighbourhood of 1538000 per bag for the Old 
Zone fazenda, ii8$ooo per bag for the Inter
mediary Zone, and 1008000 per bag for the New 
Zone. On this 1928-29 crop the planter ob
tained an advance of 1008000 per bag, as in the 
previous year, but, with the enormous change 
in costs per bag, it was noŵ  almost as meagre 
as it had been excessive. Actually if there 
ŵ ere not reasons for suspecting that Dr. 
Muniz’s statistics are somew'hat on the high 
side to be strictly typical, allow’ance would 
have to be made in using them as a basis for the 
1928-29 season, for wages had risen sharply 
owing to the demand for labour in the cities, 
and for developing and planting the new 
districts, and the price of materials, though not 
of great importance, had also increased. The 
position of the Old Zone planter, with a deficit 
of 508000 per bag as between the advance 
obtainable and the costs incurred, would
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indeed have been very difficult if he had not 
been receiving profits from the current sales of 
the previous crop at the rate of 70-80S000 
per bag, of which 24^000 would suffice to 
give him a return of 10 per cent, on the capital 
invested. But since the surplus from the sales 
of the 1927-28 crop during the spring and 
summer had probably been dispersed in one 
way or another, many planters in the Old 
Zone undoubtedly found themselves somewhat 
pinched for ready cash in the autumn of 1928, 
for, in addition, their interest charges were 
increasing as the period of detention in the 
reguladores increased. The planter in the 
Intermediary Zone was little embarrassed and 
in the New Zone not at all, but all had now 
much less spare money. The emhanas de 
richesses was passed, and is not likely to return 
for many a day !

C. T he P eriod  October  1928-OcTOBER 1929

The story of the crop year 1927-28 has now 
really been told, and it is only necessary to add 
that, since exchange was steady, the gold price 
followed much the same course as the milreis 
price, rising steadily from i6*88 cents average 
for July 1927 to 22*13 cents in November : for 
December the average fell to 21*66, but with 
the New Year the advance was resumed, and a 
peak of 23*8 cents was reached in June 1928. 
For July and August the average continued at 
this figure, but there was then a slight sag for 
the rest of the year, the average for December 
1928 being 23*2 cents.

The financing of the 1927-28 bumper crop 
at such high rates was a cardinal mistake in 
that it placed a wholly unnecessary burden of 
interest on the planter, and by generating a 
trade boom, with the usual accompaniments of 
credit inflation, strained the resources of the 
banks, while costs of production were increased, 
and new coffee planting was stimulated to 
excess. Apart from this, little fault can be 
found with the Institute's policy up to 
September 1928.* On July ist the carry-

•  On April 20th, 1928, Messrs. N ortz & Company, th e  well- 
known New York brokers, included in their usual bulletin  the 
following appreciation of the  general situation, which, coming 
from  a  source definitely antagonistic to  Brazil’s  defence policy, 
is so extrem ely broad-minded and well-balanced th a t  its  repro
duction here m ay be of interest.

“  The bulk of the  Mild crop has been shipped. Prices have 
advanced abou t |  cent during the  past few days. D istributors 
who have bought very little  coffee during the  p as t few weeks in 
the  belief th a t th e  m arket would break subsequent to  th e  March 
operation, have meanwhile used up m ost of the ir form er p u r
chases, and now stand  in need of new supplies. There being 
no stocks in consuming countries, there is no alternative left for 
them  bu t to  pay the  prices asked by Brazil. F rom  the Brazilian 
point of view, the ir present a ttitude  is perfectly logical—they 
are ou t to  sell their o u tp u t a t  the  highest possible price, having 
successfully disposed of the  problems connected w ith taking 
care of the  present heavy output. W ho will blam e them  and 
w hat m erchant in th e  same position would act otherwise, as

over for Brazil as a whole was over 13 million 
bags, the peak of nearly 15 million bags having 
been passed in February. The 1928-29 crop 
was, in fact, to be 10-9 million bags, but it was, 
probably quite genuinely, under-estimated. 
Exports in 1927 had reached 15*1 million bags, 
and a further increase might be expected by 
the optimistic. Making the most favourable 
estimates of all the factors, the Medeiros 
Bulletin was able to show a tolerable case in 
support of the proposition that the carry-over 
on July 1st, 1929 would be only 6-7 million 
bags, which with a visible supply of 5 million 
bags was not so much in excess of the world's 
normal total stocks of about 10 million bags 
before the advent of the Institute and artificial 
control. Beyond that, all was still really 
guess-work up to the flowering of the 1929-30 
crop in September 1928. It was indeed be

long as he feels he has th e  power to  d ic ta te  prices? Lot us 
be frank  w ith ourselves. As far as coffee is concerned, the  
problem  of coffee consum ption now adays, or even of the  coffee 
m arket for th a t  m atte r, is n o t one of price a t  all. No one can 
say th a t  coffee is dear, even m easured by pre-w ar s ta n d a r^ ,  
especially now th a t  wages have doubled and  treb led  during th e  
last fifteen years, while th e  sp irit of spending and th e  standard  
of living of th e  m asses have developed to  a  degree unknow n
before. . , , ,

“ Coffee as an  article  of daily  necessity has acquired an
im portance, due to  prohibition and  th e  tren d  of th e  ta s te  of 
the  public, which would have been considered im probable 
tw enty  years ago. I t  has now become practically  an  indUpens* 
able ad junct to  th e  diet of m any millions.

** The situation  has qu ite  a  different aspect from  th e  poin t 
of view of consuming m arkets and  d istribu to rs, who in  coffee 
like m any o ther m arkets, have been placed in  a  ra th e r difficult 
position th rough  th e  changes which have tak en  place in  th e  
coffee business, and th e  cu rta ilm en t of the ir form er sphere of 
action. I t  is the ir weakness which becomes th e  source of the  
present streng th  of Brazil. B razilian coffee-growers are  now 
in a  position—and th is  is exactly  w hat they  have been striv ing 
for— t̂o s it back and to  assume a take  it or leave i t  a ttitu d e . 
In  addition, they  continue to  work tow ards th e  perfection^ of 
th e  technical m achinery of coffee defence and th e  extension 
of the ir m arkets through appropriate  propaganda.

“  W hat we have w ritten  above is no t in tended to  reopen a 
discussion on th e  p roprie ty  of th e  present Brazilian coffee 
policies. Producers and d istribu tors will never agree on th is 
subject, because th e ir  in terests are  different. The tim e will 
come to  reconsider m atters , th a t  is, when wo shall be bettor 
inform ed in regard to  fu tu re  crop prospects. W e arc  open- 
m inded on th is  question. Common-sense te lls us th a t  coffee 
plantings m ust be g reatly  stim ulated  by present prices, b u t 
experience shows us th a t  a lthough th e  num ber of coffee trees 
has been more th an  doubled in Sao Paulo  during the  last tw enty  
years, the  average o u tp u t of th is  S ta te  has n o t increased, and 
th a t  in particu lar there has been only one o ther large crop— 
th a t  of 1923-24—aside from  th e  present one, com parable to  
the  bum per crop of 1906-7.

“ W ill history repeat itself? W ill frost, drought, excessive 
rains or the  decreasing productiv ity  of th e  older trees become 
decisive factors in th e  reduction of favourable crop prospects 
in the  fu ture as they  have done w ith alm ost depressing regularity  
in the  past ? Brazilians believe they will, and  i t  is th is  deep- 
rooted oelief which is a t  th e  bottom  of their present a ttitu d e . 
W hether th ey  are  righ t or wrong, th e  fu tu re  alone can tell. 
Meanwhile, Brazilians, holding all th e  threads of the  situation  
in their hands, do no t see why they should n o t m ake hay while 
the  sun shines, and why they  should n o t soil their coffee as high 
as they  can. Co-ordination of all their diversified in terests in 
one hand, plus ablo leadership and th e  fact th a t  tw o-thirds 
of all coffee is grown in Brazil, places thorn in a  favoured position. 
Their recent actions appear as a  clear indication of th e  road 
which they intend to  follow, and only largo supplios in tho hands 
of consumers or consuming m arkets could check them* We 
believe in higher coffee m arkets/^
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coming difficult to estimate what a normal crop 
in Sao Paulo would be. The trees in bearing 
before 1922 might be expected to give the 
average yield which had been realised from 
1920-26, for though in that period the effects 
of the 1918 frost still lingered and the weather 
was unfavourable, allowance must now be 
made for the increased age of the trees : at 
40 arrobas per 1000 these 950 million “ old '' 
trees might be expected to give a normal crop of 
9*5 million bags. But it would be most unusual 
to have a normal crop in the second season after 
such a bumper crop as that of 1927-28. Of the 
200 million new trees, which had been planted 
between 1922 and 1926,* three-quarters had 
borne heavily in 1927-28, but with the vigour 
of youth they would recover from the strain 
much quicker than the older trees. At a 
normal yield of say 80 arrobas per 1000 they 
would give a crop of 4 million bags, but some
thing less than this might be anticipated for 
1929-30. In all, the normal Sao Paulo crop 
might be put at about 13-14 million bags, but 
the 1929-30 crop, by all precedents, ought to 
be considerably less than this, perhaps not 
more than lo - i i  million bags. The rest of 
Brazil might be expected to produce about 
5 million bags, making a total of 15-16 million 
bags. If exports continued to increase from 
the 15 million bags disposed of in 1927, there 
might be, on this basis, a further small reduction 
of stocks, and the carry-over on July ist, 1930 
might be below 6 million bags, so that with the 
5 million bags of the visible supply, the world’s 
stock position would have returned to normal, 
and the only difficulty would be an excess of 
capacity at normal yields to the extent of i  or 
2 million bags, plus the crop of the new trees 
planted from 1926-27 onwards and still to come 
into bearing. The Institute could hardly blind 
itself to this excess capacity in the future, but 
in the future all kinds of other events might 
ensue, such as frosts and droughts. Even on 
a much less favourable valuation of the various 
factors considered above, it would have been 
unreasonable in July 1928 to estimate the 
interior carry-over on July ist, 1929 at more 
than 10 million bags, making a total world 
supply of 15 million bags. This would have 
increased slightly by July ist, 1930, if the 
1929-30 crop be reckoned as nearer the normal, 
and while the carrying of this surplus of 5 or 6 
million bags over the normal world stocks for 
two years and more must be reckoned a 
regrettably expensive burden, the benefits 
might ultimately outweigh the drawbacks, on 
the assumption that God, as a Brazilian, would

• Those planted later than  the 1925-26 season would not 
yet bo in bearing in 1029-30*

ultimately contrive some solution for this 
problem of excessive stocks at the same time 
as he tackled the problem of increasingly 
excessive productive capacity !

The whole picture was. however, absolutely 
changed by the flowering of the 1929-30 crop. 
Farmers had, of course, realised during the 
preceding months that the trees seemed to have 
recovered to a remarkable extent from the 
effects of the 1927-28 crop, and that there was 
an abundance of new wood. But the actual 
extent of the flowering seems to have taken 
everyone by surprise. By October, it was clear, 
humanly speaking, that the 1929-30 crop 
would be very large indeed : the evidence was 
such that by nothing less than a miracle could 
it be below normal. All the forecasts, con
servative and otherwise, had now to be radically 
revised, and in fact completely discarded. If 
the Brazilian defence scheme had now to face 
another 17-18 million bag crop for Sao Paulo, 
together with 8-9 million bags from the rest of 
Brazil, as seemed quite possible, the carry-over 
on July 1st, 1930 might be well over 20 million 
bags, and even with the lowest estimates of the 
carry-over on July ist, 1929, and a total 1929- 
30 crop of only 20 million bags, the carry-over 
would be at least 12 million bags (the Sao Paulo 
Institute persisted well on into 1929 in maintain
ing its estimate of the coming crop at 14 million 
bags, which with 6 million bags for the rest of 
Brazil would give a total crop of 20 million bags). 
But by October there was no excuse for the 
earlier under-estimate of the 1928-29 crop, and 
there was no question that exports were declin
ing considerably as compared with 1927. 
Hence the idea that the carry-over on July ist, 
1929 would be only 7 million bags, was becom
ing an untenable proposition : it could not be 
much less than 10 million bags, and was to 
prove to be 10-9 million. Therefore, even if 
the Institute honestly believed in the validity 
of its estimate of 14 million bags for the coming 
crop, the carry-over on July ist, 1930 could not 
be less than about 15 million bags, while, at the 
peak, finance would have to be found for nearly 
20 million bags in Sao Paulo alone.

That the Institute made no change of policy 
in the fourth quarter of 1928 seems ^most 
incomprehensible to any sane man. It may 
therefore be of interest to reproduce here 
certain portions of a speech * by the President 
of the Institute in May 1929 in which he 
defended his policy. “ I am replying to those 
who think that lower prices would stimulate a 
larger volume of sales. Not a single bag more 
would be sold. It is only natural that if the

• Translation by the Medeiros Bulletin.
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world’s consumption amounts to 24 million 
bags in a year, the whole of our bumper crop 
of 28 million bags (1927-28) cannot be sold at 
once unless we should prefer to permit the 
importing centres to accumulate heavy stocks 
and control the market at will, instead of our 
keeping the price-control in our hands m order 
to safeguard a price which covers our cost of 
production. Shall we reduce prices in order to
annihilate ourselves? Oh no. Then why 
should we lower them ? To prevent the use ot 
substitutes? The increase of coffee consump
tion does not permit one to conclude that 
this is the case at present. To let our P^ces 
decline in order to sell more coffee would be 
equivalent to concluding that buyers were 
ignorant of economic laws, for they would 
expect to make money when prices rose *
while it would be a silly thing to accumulate 
stocks of an article whose producers, afraid ot 
over-production, were forcing prices down. 
Who has the rigKt to say that there is an over
production of coffee ? V. T •

“  If we have a 9 million bag stock which is
expected to decrease to 8 million before the 
new crop is picked, and if we consider the fact 
that this abnormal surplus was caused by an 
equally abnormal yield, why expect over
production to take place in the near future, 
as it is well known that coffee plantations are 
subject to countless dangers such as droughts, 
frost and pests ?

" However, let us accept the possibility of 
over-production as an event about to take 
place. Will it not still be possible for us to 
lay the cards on the table and see who is in a 
position to produce at lowest costs? If we 
win, then we will have the opportunity to sell 
our goods at lower prices because the planters 
will have had time enough to recover their 
strength and therefore will be in a better 
position to sell at lower prices. The mere fact 
that Santos exported less coffee in 1928 than 
in 1927 is no argument against coffee defence, 
as the loss in quantity was largely compensated 
for by the higher prices at which the coffee 
was sold. The additional quantity, which 
would otherwise have been sold, represents a 
great profit for the growers. The main thing 
in all this business has been favourable to us : 
we received more money for our coffee and the 
world’s consumption increased.”

The total disregard of the realities of the 
situation which this speech displays might be 
explained by the supposition that Dr. Telles and 
the leaders of the Institute were merely blind 
fools. But such an idea is untenable, for they 
were undoubtedly clever and able men, well 
supported by lifelong experts in all the various

aspects of coffee pi'oduction and marketing. 
The speech must therefore be interpreted as for 
consumption by an easily deluded public. I he 
only real truth which it reveals is, that the 
Institute had decided to gamble on the timely 
occurrence of a frost which would destroy the 
impending bumper crop. Now undoubtedly 
there was a widespread popular belief in Sao 
Paulo that there would be a great frost in 1929. 
But it is incredible that the leaders of the 
Institute should thus have gambled on the 
weather unless there were overwhelming reasons 
for so doing. Economic and commercial con
siderations provide no such reason, but this is 
not true of the political situation, and the answer 
to the riddle undoubtedly lies there. The 
precise character of this political necessity, 
however, is doubtful, for both foreigners and 
Brazilians give different explanations. The 
reader may take his choice of the following :

(i) That Dr. Julio Prestes, then President 
of the State of Sao Paulo, was determined to 
maintain prosperity, at whatever ultimate 
future cost, until after his election as Federal 
President. (The elections would take place in 
October 1929.)

{2) That Dr. Washington Luis, then Federal 
President, was determined to maintain high 
coffee prices in order to maintain exchange 
(the stabilisation of exchange was, of course, 
the corner-stone of his policy), and therefore 
encouraged the Government of Sao Paulo to 
maintain coffee prices, assuring them of his 
support in every possible way, including finance. 
(The Government of Sao Paulo, of course, 
wanted high coffee prices as much as the 
Federal Government wanted the maintenance 
of exchange : there is here no suggestion of 
coercion by the Federal President.)

{3) That the Sao Paulo politicians dared not 
allow the price of coffee to decline for fear of 
the hostility which would be aroused amongst 
the planters : they had to go on, because they 
could not turn against the planters.

(4) That as a body the Sao Paulo politicians 
felt that they must give the planter something 
in return for the heavy transport tax of i  gold 
milreis (2yd.).

(5) That as individuals, the Sao Paulo 
politicians and their friends were nearly all 
making so much money out of the defence 
scheme in one way or another, that they were 
extremely loath to make any change.

These explanations are not incompatible 
with one another, and personally I imagine that 
all have a germ of truth, but that no single one 
contains all the truth. The obvious dictates of 
commonsense demanded that prices should be
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lowered with the triple object, first of inducing 
merchants, speculators, and ultimately perhaps 
roasters, to assist in the carrying of the gigantic 
stocks in prospect, secondly of stimulating 
actual physical consumption, and thirdly of 
stopping new planting. In addition, the 
Institute should have ensured that the financing 
of the new crop would be on the lowest possible 
scale, and deaf ears should have been turned to 
complaints of impending bankruptcy on the 
part of the owners of the highest cost fazendas. 
In these ways the financial burden on Brazil 
would have been greatly lessened, and with a 
slice or two of good fortune the storm might 
conceivably have been weathered, whereas 
without thus shortening sail to the barest 
minimum required for steerage way, the ship 
was almost bound to founder. Nor is this pro
gramme greatly tainted with the wisdom which 
belongs to after events; on the contrary, it 
was the only policy which could reasonably be 
pursued, and was as obvious as it was reason
able.

If its decision to carry on the existing policy 
in hopes of a miracle, has little to commend it, 
the Institute’s methods of carrying on deserve 
the greatest admiration and applause. For 
consuming markets naturally placed the most 
serious interpretation on the change in the 
outlook, and doubted the Institute’s ability, 
as well as its willingness, to finance such vast 
quantities of coffee. Bears became numerous 
and active, especially in New York, and the 
attack was led by what came to be called the 
Boston Group. There is still considerable 
doubt as to the identity of these operators. A 
number of Boston shoe manufacturers are said 
to have formed the nucleus of the group, but 
some dealers maintain that these men were 
largely figure-heads, and that the real operators 
were the leaders of the Institute and their 
friends. Operating chiefly in the Rio contract, 
they had bought heavily during the rising 
prices of the beginning of 1928. Apparently 
they maintained their commitments, but when 
the outlook became so dangerous in the autumn, 
they began to unload, and to build up a bear 
position, hoping perhaps to make good in that 
way the loss on their purchases. The bear 
movement reached a climax in the latter part 
of October, as heavy supplies from the mild 
countries were pressed on the market. Between 
October 15th and October 25th, the Santos D 
Contract on the New York Terminal Market 
declined from 21-93 cents to 20-96 cents, and, 
according to Messrs. Nortz, Central American 
coffees could be bought at J-i cent below 
Santos coffee. On the other hand, the milreis 
quotation at Santos remained unchanged.

Brazil indeed made no attempt to sell coffee. 
Messrs. Nortz' circular dated November znd 
summarised the situation as follows : “ The 
last two weeks marked another stage in the 
struggle between what we may term controlled 
and free coffee. In the history of commerce we 
do not think that there is any parallel to be 
found to what happened in the coffee market 
during this time, when Brazil, especially Sao 
Paulo, visualised in consuming markets as 
staggering under the load of about 16 million 
bags of coffee now stored there, continued to 
present a serene and almost unconcerned front 
to what, to all intents and purposes, virtually 
amounted to a concerted bear attack by con
suming markets on Brazilian control. . . . 
Brazil meanwhile went right on as though 
nothing was happening, picking up cheap lots 
of coffee that were sold here below the Santos 
parity.” Eventually the attack spent itself, 
and prices began to rise again, for, as Messrs. 
Nortz pointed out, once the initial onslaught 
failed to precipitate a real collapse in prices, 
and therefore a collapse of the Institute’s 
control, its continuation was ill-judged, because 
the 1928-29 crop had already been successfully 
financed, and therefore, at any rate for the next 
few months, the stock position in Brazil could 
not fail to improve, since the new crop was so 
far short of the world’s annual requirements.

Undoubtedly the Institute had the moral 
support of public opinion in Sao Paulo for thus 
flouting common-sense. The nature of Paulista 
public opinion has already been discussed, and 
its significance must be carefully interpreted. 
But the general line of argument was that since 
the Institute had very successfully handled the 
1927-28 bumper crop, there was no reason to 
entertain any fears as to its ability to handle 
even a bigger crop if necessary. A few of the 
more intelligent and better informed planters 
and commissarios had begun to shake their 
heads, and wonder how it would all end, while 
the higher cost producers were, as we have seen, 
somewhat pressed for cash, and not too well 
pleased with the Institute for that reason. But 
in the view of the latter, the remedy was more 
and not less restriction, higher and not lower 
prices. By this time the Institute’s control 
had come to be looked upon as unshakable, and 
its resolute handling of the bear attack provided 
one more proof of this. The need for piling 
up a few more million bags was openly admitted, 
but the significance of such huge accumulations 
appears to have been completely overlooked. 
As to finance, if more was needed, London would 
supply it, for the bankers and the English 
investor were already so deeply committed 
that, however fearful they might become, they

i

\

il

• • >1

,uid
to

.d t ig .'
j  hrttf®'''

olant®?:

latet' 1 7 . ,  instit
soon? long as ■ -1-^  hut 50  ̂ the stOC*tins- but tbe
resoutt̂  contru* uu

 ̂J via at tne
S i n n d t o / ? ^ ; ,  m onths c

a t 3:
•1 j  /, j.nofficial p r i'7 “ “rra g e d  24-»

York P S  24-8wl" 'P® februaiy, 24‘» "
m  cents m Apri, j
aW' unusn

development of sh w B

hemes had been da
the 1929-3° crop won 

great as the flowerings hi 
beneficial result of these ran 
1930-31 crop being convei 
It should be understood, h 
Institute leaders and their i 
fectly well able to appraise tl 
weafiier conditions; they 1: 
e.xpert buyers in the world 
general dimensions of their | 
unaltered, except in so far as 
to the certainty that the comi 
very large: whether it was i 
fiyo bags less or more ma 
ffbatever. The significant fi 
^ ount of popular attentii 
matters, mdicates either how

comprehendet

the the
passed

another “P® th

they s C  ,  diffi,
n̂̂ enda at , aT ,

8“ned very %  val
f c o n v i r t i

r ^ T a ^  Proceeds
9

n

Iss



f o C h ,  ?i<i would have to supply more money in order 
to safeguard their existing commitments. 
Admittedly this second big crop made things 
awkward, but few realised that in combination 
with the new planting, which was larger than 
ever in this 1928—29 season, it meant disaster 
sooner or later. The foreign observer realised 
this, but so long as the Institute had sufficient 
resources to finance the stocks of coffee and to 
buy back into control all coffee which was not 
saleable at the current price, all bear attacks 
were bound to fail.

For the first four months of 1929 the Santos 
official price continued at 3335^0.  ̂ Ih e  New 
York spot price averaged 24*0 cents in January, 
24*6 cents in February, 24*8 cents in March and 
24*5 cents in April. There had been consider
able drought during the closing months of 
1928, as the rains were unusually late, and this 
was loudly proclaimed by Brazil as pointing to 
an unusually small crop in 1930-31, since the 
development of new shoots would be checked. 
When the rains did come, all records were 
surpassed, and now the cry was that the earlier 
ripening berries had been dashed off the trees, 
so that the 1929-30 crop would not be nearly so 
great as the flowerings had indicated, the 
beneficial result of these rains in terms of the 
1^20-31 crop being conveniently forgotten. 
It should be understood, however, that the 
Institute leaders and their experts were per
fectly well able to appraise the effects of these 
weather conditions; they knew, as did the 
expert buyers in the world market, that the 
general dimensions of their problem remained 
unaltered, except in so far as every day added 
to the certainty that the coming crop would be 
very large : whether it was to be a million or 
two bags less or more made no differenee 
whatever. The significant feature is that the 
amount of popular attention paid to such 
matters, indicates either how little the ordinary 
coffee planter comprehended the position, or 
that he was beginning to do so and wished to 
throw as much dust as possible into the eyes 
of the rest of the world. The former alterna
tive is probably nearer the truth, though as 
the months passed by fears and forebodings 
undoubtedly increased. Farmers and com
missaries began to open their hearts to one 
another on their verandahs, even if they said 
no word in public. The difficulty was to know 
what they should do. A farmer could sell his 
fazenda at a very high valuation, but it re
quired very great conviction to persuade him 
to take such a drastic step. Some few did so, 
and invested the proceeds outside the coffee 
industry or abroad, but in most cases the 
farthest such men were prepared to go was to

stop new planting, to limit their own persona 
ex^nditure, and to build up their financial 
resources. A commissario, however much he 
was convinced of impending trouble, was in an 
even more difficult position; he could refrain 
from further business, but he could not get 
clear of existing commitments until all the 
coffee which he owned, or upon which he had 
advanced money, had been released from the 
reguladores, and the period of detention was at 
this time about twenty months. Ihus few 
took any decisive steps, and the general situa
tion was completely unaffected by the existence 
of a small, if growing, nervous minority.

It is now possible to see that the turning- 
point really came about April 1929. Towards 
the end of March and through April, exchange! 
began to exhibit signs of weakness, and, with 
the decreasing volume of foreign borrowing 
and the increasing tension of credit conditions 
both in the United States and in Europe, which 
accompanied the last stages of the Wall Street 
boom, the Federal Government had no recourse 
but to order the Banco do Brazil to contract 
credit. This forced the banks generally, and 
the Sao Paulo native banks in particular, to 
restrict their loans and discounts. The Sao 
Paulo banks had, in fact, expanded credit more 
than was desirable, even from their own point 
of view. A ratio of 30 per cent, cash to deposits 
is normally looked upon as the minimum com
patible with safety in the general commercial 
conditions of Sao Paulo. This limit had been 
passed in the effort to finance the 1927-28 crop, 
and the ratio had fallen to 25-7 per cent, at the 
end of 1928 ; now in April 1929 it w'as only 22 per 
cent. But the really dangerous feature was the 
character of much of their investments, for 
three of them, at least, had very large coffee 
commitments, which were virtually realisable 
only as and when the coffee was released from 
the reguladores. The period of detention had 
been steadily lengthening, and a large part 
of their resources Was thus becoming in
sufficiently liquid : they had been borrowing 
short and lending long. Consequently, when 
they were forced to retrench as the result of 
the Banco do Brazil’s operations, the ordinary 
trader was their chief, because their most 
accessible, victim. Ordinary credit became 
extremely tight in Sao Paulo, and this was 
reflected in a general slowing down of the busi
ness boom. Imports of such articles as auto
mobiles fell off sharply from May and June 
onwards, not only because traders could no 
longer afford to carry such heavy stocks, but 
also because they found that the rate of 
consumption was falling rapidly.

This brings us back to the coffee planter’s
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position. As the months passed by, the cash 
position of at any rate the average and high 
costs producers was tending to become more 
and more strained. Interest charges on the 
large sums advanced against the 1927-28 crop, 
which in the autumn of 1927 had seemed a 
mere nothing, had grown into a heavy load as 
the months went by with such a small reduction 
in the outstanding stocks, for the sales of this 
crop were slower than had been expected, and 
showed no signs of regaining the 1927 rate. 
As we have seen, the advances obtained on the 
1928-29 crop were insufficient to cover the costs 
of production, unless a fazenda was fortunate 
enough to have a comparatively good crop, and 
as the aggregate expenses of harvesting the huge 
crop of 1929-30 came into closer perspective, 
many farmers found it necessary to cut down 
their living expenses, or at least to eschew all 
avoidable luxury expenditure. Hence the 
falling off in the demand for such articles from 
April-May 1929 onwards. But the difficulty 
was not only, or chiefly, that of finding sufficient 
cash for the next two or three months until the 
crop could be consigned to the warehouses and 
advances obtained upon the bills of lading. 
The real trouble was the new regulations as to 
the delivery of coffee to the reguladores, which 
the Institute introduced in February to apply 
to the coming crop. This was the one solid 
measure taken by the Institute to prepare for 
the coming storm. It was an exceedingly 
clever move, because its object could be repre
sented as something quite different from its real 
object, and as something which would commend 
itself to all fair-minded men. Under the 
existing arrangements, the earlier a farmer could 
get his coffee to the warehouse, the sooner it 
was released, since release took place according 
to the date of shipment. There was, therefore, 
intense competition between the planters to 
ship their crops before their neighbours, and 
one method of achieving such priority was to 
over-estimate the coming crop and so obtain a 
larger quota, thus securing a larger share of the 
available wagons. Another method was to 
bribe the local station agent and so secure 
preferential treatment in the supply of wagons ; 
all along this had been a widespread scandal, 
but obviously it was most difficult to prevent, 
even if the Institute and the railway com
panies had desired to prevent it, as. in fact, they 
rather half-heartedly did. Moreover, apart 
from these irregularities, the system had more 
serious drawbacks : it placed a great strain on 
the railways during the autumn, and the need 
for haste tempted the farmer to hurry through 
the preparation of his coffee at the expense of 
its quality. The Institute now solved all these

problems by introducing the so-called " series 
system, under which the farmer’s crop as 
estimated was divided into a series of equal 
parts, and each series was to be sent to the 
regulating warehouses one after the other but 
in an irregular order, while they would be 
released from the warehouses in regular order 
Thus, in the regulations as finally issued for the 
1929-3^ crop, the crop as estimated, and each 
farmer s crop, was divided into twelve series, 
lettered A to L. Series L had to be despatched 
first, then any two series which the fanner 
liked, then Series K, and after that the remain
ing series could be despatched at the farmer’s 
convenience. As regards the speed of despatch, 
each railroad was to advise its stations of the 
percentage of the crop which it should receive 
for shipment each month “ in accordance with 
the possibilities of warehousing and transport.” 
When the time came, the different series would 
be released not in the order received, but 
strictly in alphabetical order. Thus in the 
first place there was no need for any grower to 
scamp the preparation of his crop for the sake 
of early consignment, and in the second place, 
farmers would gain nothing by over-estimating 
their crops, for if a farmer over-estimated, he 
would have no coffee to consign under the one 
or more series to be despatched last, and would 
have to wait while these series were being 
released, until he could obtain the release of 
his series K and L. If the planter made a 
correct requisition, his coffee would be released 
regularly and in even quantities, but if he 
exaggerated the size of his crop, then the 
release of part of his crop would be delayed; 
if he under-estimated, he could always get his 
quota revised.* The series system was an 
extremely clever solution of a difficult adminis-

* A num erical exam ple facilitates an understanding of the 
system . The following tab le, taken  from  the Medeiros Bulletin, 
sliows th e  case of th ree growers, each producing 3000 b a g s ; 
the first requisitions correctly , th e  second exaggerates his crop 
to  4400 bags, and th e  th ird  to  6000 bags.

QUANTrrY OF BAGS 
DESPATCHED IN EACH SERIES.

Series, l?t
Pliuitcr.

2nd
Planter,

3rd
Planter.

A 250 375 500
B 250 375 500
C 250 375 500
D 250 375 500
E 250 375 __________

F 250 375 ■

G 250
H 250 ,

1 250 —

J 250
K 250 375 500
L 250 375 500

Q U A N TITY A X D  O RD ER  OP 
A R R IV A L  IN  SANTOS.

1st
Planter.

250
500
750

1,000
1.250
1.500
1.750 
2,000
2.250
2.500
2.750 
3.1

2nd
Planter.

3rd
Planter.

375
750

U 2 5
1.500
1,875
2.250
2.250 
2,260
2.250
2.250 
2,625 
3,000

500
1.000
1.500 
2.000 
2.000 
2.000 
2.000 
2,000 
2,000 
2.000
2.500 
3,000
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trative problem, and in preventing the sacrifke 
of quality for speed, the idea deserves study by 
other industries, quite apart from any scheme 
of actual control over price or output.

But the real object, or rather importance, of 
this new system from the Institute’s point of 
view was quite different, though it would 
probably have been introduced anyway, since 
it possessed the great advantages outlined 
above. The essence of the plan, however, from 
the Institute’s point of view, was that it reduced 
the peak demand for advances from the Banco 
do Estado. Hitherto the fanner had shipped 
the whole of his crop at the earliest possible 
moment, and as fast as he obtained the rail
way’s receipts, he presented them through his 
commissario to the banks, the Banco do Estado 
having in effect to take care of any remainder 
which the ordinary  ̂ banks might leave. But 
under this series system, shipments to the ware
houses could be spread out over a longer time, 
limited, in fact, only by the physical storage 
capacity on the fazendas or at up-country 
tovms, and by the farmer’s willingness to forgo 
the cash advances which he would have been 
otherwise able to obtain. Actually the physical 
storage capacity was a serious limitation, but 
the system did nevertheless result in the arrival 
of the crop at the reguladores much later than 
would have been the case under the old arrange
ments. Meantime sales in Santos were, of 
course, proceeding, and hence the peak load 
requiring finance was smaller. The farmers 
had to manage as best they could by getting 
advances from their commissaries. But the 
commissarios already had such large com
mitments that they were most unwilling to 
advance money to the farmers except against 
bills of lading, and these the farmer could not 
provide. If bills had been forthcoming, the 
Banco do Estado could not have refused to 

, finance whatever was offered it, but by delaying 
the supply the Institute forced the fanner to 
help carry the financial burden. Hence many 
farmers, in July, August and September 1929, 
found themselves obliged to sell their coffee 
up-country at very cheap prices relatively to 
the current Santos price. In the end, these 
forced sales were to prove their salvation, but 
at the time there was great indignation and 
much discontent, though few realised the half- 
hidden way in which the series system was 
contributing to their difficulties, which would, 
however, have been sufficiently serious quite 
apart from that.

As the actual picking confirmed the magni
tude of the crop, fears became more and more 
widespread lest the Institute should be unable 
to control the situation, and provide the

finance required, even at the lower rate of 
go-Qo$ooo per bag, which was all the banks 
would give. But those who took the trouble 
to analyse the situation, could and did argue 
that, provided sufficient finance was available, 
there was no reason to anticipate any break
down in 1929. Under the series system it 
seemed most improbable that the peak of the 
stocks to be carried would much exceed that 
following the I927~28 crop. Ihis conclusion 
was to prove wide of the mark because based on 
inaccurate statistical information and estimates; 
thus the carry-over on July ist was reported 
by the Institute at the time as 8-6 million bags, ; 
whereas later another 1*7 million bags was to 
be discovered, and even towards the end of 
July the world market still thought the Sao 
Paulo crop would not exceed i 4~t5 million 
bags, whereas it was to be 19 million. But 
assuming that this conclusion as to stocks was 
reasonably correct, it could be and was argued 
that what Brazil could finance in 1927 could be 
financed in 1929. For this second erroneous 
conclusion there is less defence : it should have 
been realised that the period of financing 
required was now much longer, and that there
fore a given quantity of money would finance 
a much smaller quantity of coffee. Moreover, 
there is good reason to believe that the foreign 
banks, and to a lesser extent some of the 
native Sao Paulo banks, desired to reduce their 
coffee commitments rather than expand them—  
indeed the foreign banks appear to have been 
carrying very little coffee at this time— ŵhile 
more account should have been taken of the 
demands which the Sao Paulo trade boom had 
made upon the country’s banking resources, 
The fact remains, however, that merchants and 
all buyers of coffee on the world’s market were 
misled : of an ultimate breakdown they had 
little or no doubt, but they could not see why it 
should occur during the present season.

Nevertheless, there was a good deal of 
anxiety and nervous tension, both in Brazil and 
abroad, until the middle of September, when 
the President of the Institute made a speech 
which in its way has become famous. The 
occasion was the now annual convention of the 
coffee-producing States, which in itself is of 
little interest as no important changes were 
made in the existing agreements. Dr. Telles, 
however, took the opportunity to examine at 
some length the policy and performance of the 
Institute, claiming that the latter had been as 
successful as the former was sound, and con
cluding with the most definite assertion that no 
change of any description would be made in the 
policy or detailed operation of the Institute’s 
control, because no change for the better could
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be devised, and none was required. This 
speech was hailed in Brazil, and especially in 
Sao Paulo, with the utmost satisfaction : at the 
moment, shortage of cash might be making 
things difficult for many planters, but all would 
clearly come right in the end, and those who had 
been getting nervous lost any claims to respect
ful attention by their fellow-planters, if they 
were not themselves converted, as most of them

uyers, both at home and abroad, werewere.
also undoubtedly impressed, while anticipa
tions that the crash would not come for at least 
another year were confirmed. They concluded 
that the Institute possessed, or had been 
definitely promised, sufficient resources to 
finance the current crop, however large it might 
prove to be. Dr. Telles never said this definitely 
and specifically, but it was undoubtedly a 
legitimate deduction from what he did say, and 
from the whole tone of his speech. Even those 
who had reached the conclusion that the long- 
expected crash was imminent, were completely 
put off their guard, and revised their business 
policies accordingly. Hence when the crash 
came three weeks later, it was almost universally 
and completely unexpected.

How Dr. Rohm Telles could have said what 
he did, when he did, remains something of a 
mystery. In a defence which he himself made 
some months later, he laid the blame for the 
collapse at the door of the Federal Govern
ment and the Banco do Brasil, who, he said, in 
the end withheld funds which they had pro
mised to the Banco do Estado. In Brazil and 
elsewhere, however, this explanation does not 
seem to have carried very widespread convic
tion, for even to-day other explanations are 
commonly offered by persons of standing and 
repute. The most important of these other 
explanations are :

1. That he had misread the accounts and 
balance-sheet of the Institute and the Banco do 
Estado, and genuinely thought there was plenty 
of money. (In support of this theory, it is said 
that he was advising his friends to buy coffee up 
to the very last moment, and there certainly 
was a heavy bull account on the Santos Bolsa, 
though it is, of course, impossible to say who 
was concerned.)

2. That Lazard Brothers had not yet de
finitely refused a further loan or credit, and that 
he thought they would eventually grant one.

3. That both Lazard Brothers and the 
Federal President had already refused, and that 
the whole speech was simply and solely bluff, 
with the object of obtaining a little more time 
in which to try and find more money from 
somewhere.

With regard to the first, although it must be 
admitted that the art of accounting is not too 
well understood by all departments of the 
Brazilian Government Service, yet Dr. Telles 
had a great reputation for business efficiency 
and acumen, and it seems most improbable that 
he could genuinely have made such a mistake 
on such a crucial issue. Nor am I inclined to 
believe that the whole speech was mere bluff, 
primarily because such bluff could not possibly 
have secured sufficient time for the completion 
of any new negotiations; for a week or ten days 
before the actual crash, the Banco do Estado 
had been telling customers offering bills to come 
back in a day or two's time, and this suggests 
that when Dr. Telles made his speech, there 
was actually little more than one week's supply 
of money left. This action on the Banco’s part, 
however, seems to me to reinforce the idea that 
Dr. Telles, when he made his speech, had either 
already made some arrangement which he 
thought was secure, or that he was still in 
negotiations of some sort, and was still definitely 
hopeful, even confident, of success. The issue 
therefore appears to be whether he was in 
negotiations with the Federal Government, as 
he himself later affirmed, or with Lazard Bros. 
The latter was commonly believed at the time 
of the crash, and in Special Memorandum No. 
32 of the London and Cambridge Economic 
Service (Memorandum No. 24 of the Royal 
Economic Society’s series), of which the pre
sent writer was a joint author, the following 
brief explanation was given: “  Gradually
it became apparent (after the crash) that, 
owing to the refusal by a firm of European 
bankers of a renew’al of customary advances, 
due to the Hatry affair, the Institute was in 
financial difficulties. . . The reference here 
was to the credit of ^̂ 5,000,000 granted by 
Lazard Brothers in September 1927 for a 
period of one year, and which had been renewed 
on similar terms in 1928. At the time of 
^vriting the above sentence, the author believed  ̂
that the crash ŵ as caused by hazard's refusal 
to renew this credit for another year: the 
coincidence of dates was extremely suggestive, 
and he had no information suggesting that the 
credit had been renewed. Since then, he has  ̂
learnt that the credit had in fact been renewed 
again during July 1929, to fall due in instal
ments between September 1930 and January 
1931. The reference intended in the above 
statement was, therefore, completely erroneous. 
But it still remains true that many persons 
even to-day believe that Dr. Telles was count
ing on a further loan or credit from London.
It is said that at the time of his speech Dr. 
Telles was still hoping to persuade Lazard Bros.
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to issue the fourth series of the gold mortgage 
bonds according to the scheme originally con
templated in 1927. After careful investigation 
and inquiry, however, I have every reason to 
believe that such negotiations as were in pro
gress did not justify hopes that any immediate 
assistance could be expected from that quartci, 
and of course hopes of this order alone could 
have justified Dr. Telles in making his speech 
on these grounds. I therefore find no reason 
to doubt the truth of Dr. TeUes’ own explana
tion, namely, that he thought he had made, or 
was on the point of making, some arrangement 
with the Federal Government and the Banco do 
Brasil, and that he was disappointed at the last 
moment. In a way of course the matter is 
not important, for at least the essential facts 
are quite clear, namely, that the crash took 
place when it did, because at that moment the 
Institute finally ran out of money, and the 
reason why the world at large was so wrong m 
its forecasts as to the date of this event, is that 
the world thought the Institute still had, or 
could certainly obtain, sufficient money to 
finance at least the 1929 crop, whatever its 
size, when in fact by October n t h  the Institute 
had no money left and was unable to obtain 
more. This is the essential point : the explana
tion of Dr. Telles’ speech and of the inability 
of the Institute to obtain further loans is of 
quite secondary importance.

The actual history of the crash can be told 
in very few words. Although for a week or so 
the Banco do Estado had been turning away 
customers, telling them to return in a day or 
two, this seems to have aroused little comment 
and no excitement, presumably on account of 
Dr. Telles’ speech. Then, at the morning 
session of the Santos Bolsa on October iith , the 
broker who usually conducted the Institute’s 
public operations sat quietly in his place and 
made no bid to buy. But, while very 
astonished, the market appears to have thought 
that he was engaged upon some new bluff, and 
no attempt was made to call it by offers to sell 
at reduced prices. At the afternoon session, 
however, he again remained silent, and the 
market suddenly realised that the end had 
come. The price fell by the full limit allowed 
at any one session, and this was repeated at 
succeeding sessions. New York and other 
markets of course following suit. Though the 
headlong fall was soon checked, the price con
tinued to decline sharply and almost con
tinuously, so that by the end of the year the 
New York spot price was below 15 cents as 
compared with 22*5 before the crash, and the 
Santos official quotation stood at 20S750 as 
compared with 33S500.
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HI.— THE LIQUIDATION

The defence of coffee remained primarily in 
the hands of the Sao Paulo Institute until it was 
taken over by the Federal Government after 
the revolution at the end of 1930. But this 
change of leadership and responsibility makes 
no difference to the general theme of the last 
two years, which is, in brief, Brazil’s struggle to 
get out of the morass into which she had fallen. 
To say that the crash came at a very awkward 
time from Brazil’s point of view is really to put 
the cart before the horse. If world economic 
conditions had been normal, it seems likelyt hat 
the crash would not have occurred when it did, 
for it is reasonable to suppose that the Institute 
would have been able to borrow more money. 
World economic and financial conditions pre
cipitated the crash, and consequently Brazil 
has found these conditions against her in her 
struggles to reach dry land. But there can be 
little doubt that Brazil really has cause to be 
thankful that the crash came when it did, for if 
she had been able to obtain more money for 
coffee defence, she would have waded further 
into the mire, in an effort to cross the morass 
rather than to turn back, and the morass could 
only have been crossed if not one but a series 
of extraordinarily favourable events had 
occurred. For if the price of coffee had been 
maintained at a level well above 20 cents, new 
planting would undoubtedly have, continued at 
the preceding rapid rate, and the expansion of a 
productive capacity, already excessive on the 
basis of normal yields, would have continued 
until the price did fall. Equally since produc
tive capacity was already excessive in 1929, 
further additions to the already vast accumula
tion of stocks would have been unavoidable. 
The crash might have been postponed if world 
financial conditions had been normal, but it 
could not have been avoided, and postpone
ment would only have made a bad situation 
cumulatively worse, unless there had occurred a 
series of disastrous frosts or droughts, or, which 
would be just as miraculous, a sudden and great 
increase in the world’s consumption of coffee.

The crash in October 1929 and the world 
conditions which, in a sense, caused it and have 
continued ever since, therefore made it neces
sary for Brazil to cut her losses on the defence 
policy, and as always in such circumstances the 
loser is continually tempted to defer the evil 
day, in the hope that somehow the loss will be 
less severe, or at least more endurable. The 
Brazilian character is not one which readily 
faces the inevitable, and the Brazilian men
tality is specially fertile in the devising of 
schemes whether for the purpose of reaping

what has not been sown, or, as in this case, for 
the purpose of avoiding the reaping of what has 
been sown. Consequently during the last two 
years Brazilians may be said to have been 
concentrating all their attention on the dis
covery of ways round the difficulty, and never 
to have faced the issue whether what would 
amount to a serious surgical operation might 
not really be better than a long-drawn-out 
curative treatment.

In fact, however, this simile is inadequate, 
and it would be more correct to say that so far 
as this generation is concerned, Brazil, or at any 
rate Sao Paulo, has only had the alternative of 
suicide. If the whole policy of control had 
been abandoned after the crash, the flood of 
coffee thus released would have swept away 
almost every planter, every commissario, every 
Brazilian bank, and the financial standing of 
the Federal and State Governments. Every 
manufacturer and shopkeeper would have been 
overwhelmed, and most severe losses would 
have been suffered by foreign trading firms. 
It is true that the mass of the people would not 
have suffered actual famine : no one need ever 
starve in a land where physical necessities are 
small, and the bounty of Nature so large. But 
the whole economic organisation would have 
been disrupted, and the present generation of 
Brazilians irretrievably ruined. The advantage 
might have been a clear field for the reconstruc
tion of a new economic organisation by what 
would amount to a new business community. 
It is possible that such reconstruction would 
have gone a very long way in, say, five to ten 
years, and that Brazil would in fact have 
been more prosperous than she actually will be 
within the same period under a curative policy. 
But the present leaders of Brazilian politics, 
industry and commerce would have been ruined, 
and it is these men who are in control of Brazil’s 
policies. To ask men to ruin themselves on the 
chance, for it is no more, that in ten years’ time 
their country would be better off and their own 
fortunes on the way to recovery, is to ask too 
much of any nation, especially when the 
alternative also carries the chance that some 
unforeseen event may relieve their difficulties 
and hasten the patient's recovery. Were it 
probable that the existing stocks, if released 
and sold, would be physically consumed, the 
problem would be entirely different. If the 
existing stocks would have been physically 
consumed within, say, two years, Brazil might 
have done better to sell them, even though the 
price were to fall to zero; the older high cost 
plantations would undoubtedly have been
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ruined, but this will happen in any case : the 
rest might have been able to hold on somehow 
for this relatively short period. But while 
world consumption would probably increase 
faster with very cheap coffee, it can be regarded 
as certain that the increase would not be more 
than 10-15 per cent, a year at the outside, 
whatever the price. Hence the larger part of 
even those stocks existing in 1929-30 (a surplus 
of about 24 million bags as compared with a 
consumption of 15 million bags) would have 
had to be held by someone somewhere for a 
period of several years, during which the price 
would have remained exceedingly low, and they 
might as well have been held by Brazil as by 
foreign merchants and speculators, for any 
profit which the merchant ŵ ould have made 
would thus remain with the producer and could 
be set against his total losses, while in the long 
run it makes no difference who holds the stocks 
from the consumer’s point of view. The 
abandonment of all control, and the release of 
the existing stocks in Brazil, would not have 
been a wise policy immediately after the crash, 
and the same conclusion still holds to-day. 
Appeals to the authority of economic laws and 
principles in support of the thesis that Brazil 
should return to the orthodoxy of laissez-faire, 
are almost certainly cLS unsound as they are 
humanly speaking unreasonable. The uncon
scious control of laissez-faire may be more 
satisfactory in the long run than any form of 
conscious control however cunningly operated : 
that is an open question. But when artificial 
control has brought about bankruptcy, there 
is a strong presumption that it must be con
tinued at least through the major part of the 
resulting process of liquidation.

These general introductory remarks will, it 
is hoped, serve to indicate the author’s general 
perspective in describing the history of Brazilian 
coffee during these last two years, and in the 
following pages the reader will be able to judge 
how far his perspective has been correctly 
formed. The general narrative will now be 
resumed.

Dr. Rohm Telles resigned his dual office of 
Secretary of Finance for Sao Paulo and Presi
dent of the Institute on the first day of the 
crash. A section of the Press undoubtedly 
voiced a large section of public opinion in de
claring that he was simply meat thrown to the 
lions, and that those in higher places were the 
real culprits. But the truth on this point 
depends upon the truth cLS to the immediate 
causes of the crash, and that is not yet available. 
Dr. Telles Wcis succeeded by Dr, A. C. Salles, 
Junior. The first move of the Sao Paulo 
Government was to appeal to the Federal

President for either an issue of notes or, alter
natively, a moratorium, the idea being to ease 
the pressure of distress sales on the Santos 
market and also up-country. President Wash
ington Luis refused both suggestions, presum
ably on the ground that Sao Paulo had made the 
bed and must now he on it, and that he could 
not sacrifice the interests of the rest of Brazil on 
behalf of a single State. A t first Paulista 
opinion was very angry, but as the first shock 
passed away, people began to realise that 
neither proposal would reaUy have been of 
much use in the long run, and after a time they 
came round to the opinion that he had kept 
his head well in a crisis when any precipitate 
action, however well meaning, might only have 
made matters worse.

It may, however, be argued, as some 
Brazilians now argue, that since the prosperity 
of Brazil as a whole,* as well as that of Sao 
Paulo, depends upon coffee and coffee prices, 
and since the crisis in coffee was bound sooner 
or later to involve the whole republic in disaster, 
therefore President Washington Luis should 
have taken over the whole defence of coffee 
when the Sao Paulo Institute could no longer 
carry on, and handled the whole situation with 
the combined resources of the Federal Govern
ment and the individual States concerned. If 
he had, through the Banco do Brasil, supplied 
enough credit for advances on coffee bills and 
for maintaining control of the Santos market, it 
might have been possible to avoid the crash, 
and to scale down prices gradually, thus reduc
ing the enormous losses which producers and 
commissaries actually incurred as the result of 
the sudden collapse. Though Brazil would have 
suffered from such credit inflation, particularly 
in respect of her relations with the outside 
world, it is at least possible that such damage 
would have been less than the disaster which has 
actually occurred. The Paulistas were, from 
the repubhe’s point of view, the worst possible 
people to handle the liquidation, because they 
are even to-day hardly awake to the enormity 
of the problem, and in the winter of 1929-30 
they were so far from being so as to suppose 
that the only thing needful was a little more 
money wherewith to mend what was looked 
upon as a mere break in the market, though 
admittedly it was a most disconcerting and 
serious affair : thereafter the old pohey could 
be resumed, and with it prosperity, even though 
the accumulated stocks might grow bigger and 
bigger. The year 1930 with its continuance of 
Pauhsta control proved in large measure to be 
a year wasted so far as the solution of the prob-

• I t  m ay perhaps be repeated th a t  coffee form s over 70 per 
cent, of Brazil’s to ta l exports.
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lem was concerned, and it is at least possible 
that the Federal Government, mindful of its 
obligations to all the other States as well as 
Sao Paulo, and much concerned with the course 
of exchange, might have handled matters more 
forcibly and more wisely. Whether the Federal 
Government under President Washington Luis, 
himself a Paulista, would have handled the 
situation more forcibly and to better purpose 
than did Sao Paulo, is a question which must be 
left to those intimate with the political situation 
at the time. There is no doubt that President 
Washington Luis wanted above everything to 
maintain exchange, and therefore it might be 
thought that this would have driven him to take 
control of coffee prices.* It is said, however, 
that he had genuinely come to believe that lower 
coffee prices would mean such an increase in 
exports (as distinct from physical consump
tion) that the total value of the resulting dollar 
and sterling bills would actually increase. If 
this is true, it is most extraordinary, for aU 
experience w'ould have pointed to an inelasticity 
of the demand for coffee too great for any such 
happy result. Apart from this, it can only be 
supposed either that he under-estimated the 
probable fall of coffee prices, and therefore the 
effect on exchange, or that he felt that no 
measures could be taken with results which 
would justify the assumption of the burden by 
the Federal Government, so long as Sao Paulo 
could avoid an absolute breakdown.

Rebuffed by the Federal Government, Sao 
Paulo had to turn to foreign bankers. Negotia
tions were opened both in the United States 
and in London. The former appear to have 
been based on a scheme whereby United States 
bankers should lend money against stocks of 
coffee to be exported, stored in the United 
States, and sold only in that market. Though 
these negotiations continued for a short time 
after London had provided a £̂2,000,000 credit, 
they came to nothing, and there is little evidence 
that they ever reached a serious stage. The 
£2,000,000 credit was granted at the end of 
November to Sao Paulo by a consortium of 
bankers under the leadership of J. H. Schroder 
& Co., who thus in a sense replaced Lazard 
Brothers as the Institute’s bankers, though 
according to the Medeiros Bulletin, as late as 
Novernber 12th f  the Sao Paulo Government 
was still trying to persuade the latter to issue 
the fourth £1,250,000 of the gold mortgage notes 
in accordance with the old arrangements for a 
total issue of £5,000,000; these persuasions.

* As an English observer remarked to  m o: “ W ashington 
})ut all his oggs into two baskets : unfortunately they were in 
equipoise. If the eggs broke in one, down came the o th e r/ ' 

t  The same issue of the bulletin reports the favourable 
progress of negotiations with Schroder's for a  £3,000,000 loan.

however, failed, as was not surprising in the diffi
cult conditions of the capital market at the time. 
The £2,000,000 credit, however, gave a breath
ing space for the discussion and arrangement of a 
comprehensive scheme for dealing with the 
situation : that was its standing in the eyes of 
both sides.

Before proceeding further, it will be as well 
to explain briefly the general results of the fall 
in the price of coffee which began with the 
crash on October n th . The official quotation 
at Santos had fallen from 33S500 per 10 kilos 
at the beginning of October to less than 21 Sooo 
in December. During that month, market 
intervention seems to have been resumed in 
some degree, and for the first four months of 
1930 the quotation was held round 21 Sooo. 
Thus, for practical purposes, the Vedue of a bag 
of coffee fell from 200 Sooo before the crash to 
125 Sooo after the crash. The last of the 
1927-28 crop was being delivered in Santos in 
October and the beginning of November, after 
which deliveries of the 1928-29 crop continued 
until June 1930. The owners of this coffee, 
then being delivered in Santos, whether pro
ducers or commissarios, had obtained advances, 
or paid cash and then obtained advances, to the 
extent of about too $000 per bag. The loans on 
the 1927-28 crop had been current for roughly 
two years, so that the interest charges would 
total about 24 Sooo. In taking delivery, the 
owner would have to pay the gold tax, freight, 
warehouse charges, and commissario's com
mission to a total on the average of nearly 
20 $000. Thus the seller incurred an absolute 
loss of at least 25 Sooo per bag, for the coffee 
would not grade an average of Type 4, while the 
Santos official quotation was even now some
what above the actual price obtainable over the 
tables. In most cases the producer had already 
spent in cultivation, or the payment of interest 
charges, any advances obtained on his current 
{1929-30) crop, while commissarios had made ad
vances or bought coffee up to the absolute limit. 
The result was therefore that neither producers 
nor commissarios could repay the banks the 
advances which they had received. The com
missarios were, of course, directly and solely 
responsible for advances on such coffee as they 
owned, and they were directly responsible, as 
the acceptors of the bills of lading, for any de
fault by the planters, though in this case they 
had the ultimate right of recovery from them, 
for what that was to be worth. Thus it is said 
that there was not a Brazilian firm of com
missarios who were not heavily in debt to the 
banks at the end of 1929, and while the position 
would, of course, gradually right itself, this 
would inevitably be a very slow process, for all
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the time the interest charges on all outstanding
loans were steadily accruing. The 
no cash, and most of them were indebted to 
their labourers, as weU as to merchants and 
shopkeepers, who found themselves niost heavip 
pressed by the banks. The policy, if it can be 
caUed such, of the banks intensified the general 
credit crisis. Credit restriction had begun, ^  
has been said above, some time before the crash, 
but after the crash the banks vied with each 
other in the scramble for cash, just as the 
Enghsh banks used to turn from excessive 
daring to excessive caution in the periodic crises 
of the earlier part of the last century. By the 
end of 1929, the four native Sao Paulo banks 
had so far succeeded in their efforts as to be able 
to show a cash to deposits ratio of over 35 per 
cent., as compared with 22 per cent, in the 
previous April. The foreign banks also reduced 
their commitments, and only the Banco do 
Brasil was left to stem the tide, which it did to 
the small extent of which it was capable. But 
this accumulation of cash reserves does not alter 
the fact that the whole banking system was 
really frozen in stiff Nvith the whole business 
community of Sao Paulo and Santos, and the 
ice has so far been slow to melt. That there 
has been no financial crisis and collapse is merely 
due to the fact that when all are frozen in 
together, no one dares to act precipitately.

The results of this financial freeze-up were 
evidenced in a number of ways. Planters who 
had been living in the city of Sao Paulo hur
riedly disposed of, or shut down, their town 
houses, and retired with their families to their 
fazendas, thus cutting down their expenditure 
to as many milreis as before it had been 
hundreds of milreis, for in the country all they 
needed to buy for a time was such food as was 
not available on the fcizenda. It is said that 
there were 100,000 high-class houses empty in 
Sao Paulo city at the end of 1929. Com
missaries cut down their expenditure in so far as 
they were able, and the merchants and shop
keepers found their turnover sinking almost to 
zero. Imports in particular declined, for 
Brazil’s imports, apart from fuel, mainly consist 
of constructional goods, including machinery, 
and semi-luxury articles, and exchange had 
fallen to 5-56 pence at the end of the year. 
Trade generally became completely stagnant, 
and the manufacturing industries of Sao Paulo 
very nearly idle. As regards the colonists on 
the coffee plantations, most of them appear to 
have been paid what was due to them on the 
1929-30 crop, but the terms of remuneration 
offered for the cultivation of the next crop were 
such that many left the fazendas at which they 
had been working, to try their luck at other

fazendas, and many planters found themselves 
in difficulties for labour until these men re
turned, or other wanderers accepted the terms 
offered. Day labourers and odd job men were 
sacked wholesale; some of these too set out on 
a fruitless search for work, but the majority 
stayed on the fazendas working for their food, 
or subsisting as best they could, and as the first 
shock of the crash passed away, the planters re
engaged them at the very low wages * which 
was all they deemed they could afford.

Such were the conditions in Sao Paulo. In 
other parts of Brazil the slump caused less 
dislocation because the boom had never been 
as great, owing to the much more moderate 
financial resources which had been available, 
and because, for example, the Minas planters 
are by nature a more canny and careful race. 
In Sao Paulo everything was considered _ to 
depend solely upon the successful negotiation 
of a new loan, and the Paulistas became alniost 
jubilant when the £20,000,000 Coffee Realisa
tion Loan was at last arranged in April 1930.

The general scheme of the loan was as 
follows. The stocks existing in the regulating 
warehouses in the State of Sao Paulo on July 
1st, 1930, were to be pledged as security for the 
loan, the proceeds of which would be released to 
the Government of Sao Paulo (a) as to 
£4,250,000 against documents for 3 million 
bags to be purchased by the Government, and 
[b) as to the balance at the rate of £i per bag 
against documents at present pledged by plan
ters to the Banco do Estado and other banks. 
The 3 million bags were to be termed Govern
ment coffee and the remainder Planters' coffee. 
The interest was provided by the creation of a 
new special tax of 3s. per bag upon arrival of the 
coffee in Santos, and the proceeds of the loan 
were to be used by the Banco do Estado for 
advances to the planters at the rate of £i per 
bag free of any interest (the tax being in lieu 
thereof). The redemption of the loan was 
provided for by the sale of i37»5oo bags per 
month, of which 25,000 bags would be Govern
ment coffee. Santos monthly entries were to 
be at the rate of one twenty-fourth of the 
aggregate of the estimated crops for the current 
and subsequent year, plus the 137.50^ bags 
from stocks, subject to a minimum total of 
833,334 bags, and subject to the maintenance of 
a minimum stock of I million bags in Santos : 
by this scheme it was sought to prevent any 
ac^cumulation of surpluses from future crops. 
From the proceeds of the coffee sold each 
month, £2 los. would have to be paid over for 
each of the 25,000 bags of Government coffee, 
and £i per bag of the Planters' coffee; this

* For figures seo Soction IV» p. 76#
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totals an annual sum of £2,100,000, thus pro
viding for the redemption of the loan by the 
liquidation of the whole existing stocks in ten 
years at the longest. With the proceeds of the 
loan the Government of Sao Paulo undertook 
to pay off all the outstanding temporary ad
vances made by bankers in Europe and Brazil 
against stocks of coffee.

Various aspects of the scheme must now be 
considered. The first question is whether, from 
Brazil’s point of view, the general principle of a 
gradual liquidation of the stocks over a number 
of years was sound. To this I personally return 
an affirmative answer, for the reasons given in 
the introductory paragraphs to this section : 
no other course was really feasible or reasonable 
in practice, and the period must be long 
because of the inelasticity of the world’s 
physical consumption demand for coffee. The 
second question is whether it was necessary or 
advisable to borrow such a large sum of money 
in order to achieve this purpose. To answer 
this, it is first necessary to estimate how much 
new money was actually secured by the Sao 
Paulo Government. London, through a con
sortium of bankers headed by Schroder & Co., 
provided £8,000,000 and Switzerland £500,000, 
while £1,500,000 was offered by the London 
bankers in Holland, Sw'eden and Italy : thus 
Europe provided £10,000,000 in all. New York, 
through a consortium of bankers headed by 
Speyer & Co., provided 35 million dollars or, say. 
£7-2 million. Thus the total sum offered to the 
public was nominally about £17*2 million; the 
balance up to £20,000,000 was to be provided 
by the Banco do Estado, if more money was 
required to purchase the stocks as actually 
existing on July ist. As the loan was issued, 
however, at £96 per cent., or its equivalent, the 
actual proceeds were only about £16*5 million, 
from which must be deducted, say. £i million 
for flotation expenses, so that it is doubtful if 
Sao Paulo received much more than £15,500,000. 
From this must be deducted the outstanding 
advances on coffee which she had now con
tracted to pay off, namely, the £5,000,000 
credit received from Lazard Brothers in 1928

£2,000,000 credit received from 
Schroder s in November 1929. So far then the 
Sao Paulo Government appears to have re
ceived £8,500,000 of new money, but there is 
little doubt that the Government, on account of 
the Coffee Institute, w'as indebted to the Banco 
do Estado, and probably to the Banco do 
Brasil. The Banco do Estado, for example, is 
said to have lent the Government £3,000,000 
very soon after the crash in October 1929, but 
there is no certainty as to whether this was a 
repayment of a previous advance bv the Govern

ment to the Banco do Estado. The truth is 
that no outsider at any rate can ever hope to 
disentangle the complicated relationships be- 
^ een  the Sao Paulo Treasury, the Banco do 
Estado ^nd the Banco do Brasil, and therefore 
no precise calculation can be made as to the 
amount of new money now received by the Sao 
Paulo Government: at a guess it may have 
been £6,000,000— 8,000,000.

Whatever the precise sum, it is at least 
certain that the loan produced some new money 
and fortunately this basis is sufficient for an 
answer to the question whether borrowing on 
such a scale was really necessary or advisable. 
Obviously Sao Paulo needed to borrow 
£7,000,000 to pay off the temporary credits 
from Lazard Brothers and Schroder & Co.

it was doubtless desirable that the 
relations between the Sao Paulo Treasury, the 
Banco do Estado, and the Banco do Brasil 
should be straightened out, but in the circum- 
stances  ̂ there seems a very weak case for 
borrowing foreign capital for the purpose, while 
the lender’s wisdom seems highly questionable, 
though on these matters, as has been said, so 
little is known publicly that such criticism may 
be mistaken. The biance represents the new 
money obtained, and for this there seems no 
justification whatever. The whole of the 

9̂29 3̂0 crop, big as it was, had already been 
financed long before April 1930, and the peak 
of the total stocks in the regulating warehouses 
had been reached; with a small crop in pro
spect, there was no reason why the stocks 
should ever exceed this peak level, if the scheme 
of averaging out two successive crops was 
adopted as the new main principle and scope 
of coffee defence. Additional money for coffee 
financing would only be required if more stocks 
were to be accumulated, and the Sao Paulo 
Government had expressed its determination 
not to allow this. The only other use for more 
money, so far as coffee was concerned, was for 
purposes of market intervention, which in the 
long run and on the grand sc^e was really 
incompatible vith the policy of no further 
accumulation of stocks, while as a means of 
stemming short-period relapses, the resources 
required would, and certainly should, have been 
small. The Sao Paulo Government was ob
viously not in need of more money, provided it 
honestly intended to pursue the new policy, and 
therefore it was most unwise to saddle itself 
with further obligations on account of coffee.*

♦ I t  may be observed tha t in December 1929 the Sao Paulo 
Government Iiad sought for and obtained authority to  raise a  
loan up to an am ount of £i2»000,000« and fresh legislation had 
to  be passed when a loan of £20,000,000 was secured. This 
might be fairly construed as implying th a t they would really 
have been satisfied with the former amount, or a t least tha t this
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The borrower’s justification must therefore 
rest on factors outside the problem of coffee as 
such. Further supplies of money in the hands of 
the Banco do Estado would enable the other 
banks to reduce their obligations in respect of 
coffee financing, and therefore larger funds 
would be available for ordinary commercial 
purposes. In other words, credit in general 
would become easier, and this would help to 
restart the almost stationary wheels of com
merce and industry. Moreover, the knowledge 
that the Government had ample funds to 
prevent the complete collapse of the defence 
scheme would reassure the banks, and possibly 
reverse their present policy of trying to build up 
the largest possible cash reserves.* It is hard 
to blame Sao Paulo for refusing, in her hour of 
darkness, to accept whatever assistance she 
could get, and a tolerable defence can perhaps 
be constructed on the lines that, though credit 
inflation was the cause of her difficulties, the 
pendulum had now swung too far the other 
way, and that another small dose was necessary 
to avoid an unnecessary prolongation of the 
existing conditions.

From this it follows that the lender must 
find his justification, not on the ground that 
more money was required for a satisfactory 
solution of the coffee problem, but on the ground 
that it was legitimate and wise to save the 
economic life of Sao Paulo from unnecessary 
pain and suffering, and at the same time to 
ensure the continued discharge of her existing 
liabilities to foreign lenders.! On these grounds

represented their maximiun hopes, though equally  i t  m ay have 
been th a t  a t  th is  date  they  sim ply felt i t  would be unwise to  
incur a  greater obligation.

•  The ratio  of cash to  deposits in th e  four native Sao Paulo 
banks had been rapidly restored bo a  safe figure of well over 
30 per cent, by th e  beginning of November 1929, and though 
40 per cent, was in sight by May 1930, there was no sign of 
relasatioD.

t  T hat such argum ents were strongly felt by  Schroder & 
Co. is clearly shown by the  following ex tracts from the June  
1930 issue of their Q uarterly Review, b u t w hether they  would 
adm it th a t  such argum ents constitu te th e  whole case for lending 
further new money is another question. The passage in th e  
Review reads as follows :

*' As the  issue of th is  loan, in th e  present conditions of the  
money m arket, and of B ritish industry , has been criticised in 
certain quarters, we m ay point ou t th a t  Brazilian im ports of 
British goods have in the  last few years varied between 
£16,000,000 and £20,000,000 per annum , and th a t  over 
£300,000,000 of British capital is invested in Brazil. In  order 
to  pay for her im ports and rem it the  interest on foreign capital, 
Brazil depends on the  export of her products, of which by far 
the  m ost im portan t is cofiec, which represents about 70 per 
cent, of the  whole.

Moreover, i t  m ust be remembered, firstly, th a t  a  large 
proportion of the  funds now being raised—practically th e  whole 
of the  £8,000,000 placed in London—is destined to  repay 
advances already made by British lenders against coffee; and 
secondly, th a t  it is a  m atter of great importance both  to  British 
exporters and to  British investors th a t  the  coffeo situation 
should be cleared up, in order th a t  Brazil should be able to  
continue to  m ake rem ittances to  th is  country and to  place 
orders for British goods, for British exports to  Brazil enor> 
mously exceed our im ports from th a t country. The seriousness 
of the  crisis, and the  direct effects which it had upon British

the loaning of new money may have been 
justifiable— it is a complex issue which need 
not be judged here— but as regards the 
coffee problem, this new money was un
necessary.

A  third issue concerns that part of the 
scheme relating to the 3 million bags of 
" Government coffee.”  A t first sight there 
seems no reason why this differentiation should 
have been made. If the bankers wanted the 
additional security represented by these 3 mil
lion bags redeemable at £2 los. instead of the £1 
receivable for the remainder, the obvious 
course would have been to fix a slightly higher 
uniform rate of redemption for the whole. This 
part of the scheme, in fact, represents a bargain 
between the Sao Paulo Government and the 
bankers. The leaders of the Institute thought 
that if coffee prices could once be restored from 
what they considered the abnormally low level 
then existing, to a higher level, that higher level 
would be automatically maintained, even 
though the Santos entries could not, under the 
new scheme, be restricted below a minimum of 
10 milhon bags a year. If the pressure of sales 
could be reduced for even a short period by the 
outright purchase of a portion of the current 
entries, it was thought that the spot market 
price level would be permanently raised. The 
object might have been secured by operations 
on the terminal market, but the bankers are 
said to have frowned on this, and indeed it 
appears to have been an unwritten condition of 
the loan that there should be no speculative 
intervention in the Santos market or elsewhere. 
The Pauhstas therefore wanted to be allowed to 
use some of the proceeds of the loan for outright 
purchases in the spot market. The bankers

trade  are  perhaps no t generally recognised, b u t as one instance 
alone of th e  repercussion of the  di£Bculties arising from  the 
im m obilisation of coffee credits in  Suo Paulo, i t  m ay bo recorded 
th a t  th e  recent failure of th e  old-established exporting  firm of 
E . A shw orth & Co., M anchester, was directly  a ttr ib u tab le  to  
th e  Brazilian crisis. Commercial difficulties entailing  th e  loss 
of m oney by  B ritish exporters, and  stra ined  cred it positions 
entailing th e  cessation of orders, seemed certain  to  ham per 
Anglo-Brazilian trade  unless relief was obtained by an  opera* 
tion  such as  th a t  which has now been carried through.

“ The m agnitude of th e  operation (an authorised  am ount 
of £20,000,000) m ade i t  one which could only be handled by 
an  in ternational consortium . If London had stood aside (quite 
a p a rt from the moral effect produced by th e  fact th a t  London 
has in th e  past always taken  th e  lead in Brazilian affairs) the  
am ount would have had to  be reduced, and th e  scheme, from 
being a  comprehensive solution, would have beoomo a  p artia l 
alleviation which would still have left in existence th e  coffee 
problem  w ith its  crippling effect upon th e  trad e  which Brazil 
carries on w ith G reat B rita in  and o ther countries.

“  F inally, we m ay rem ind our readers th a t  tlie loan is secured 
as to  principal and  in terest by th e  pledge of coffee and  th a t  an 
annual minimum of £800,000 being one-tenth of th e  London 
portion, is to  be redeemed each year, beginning in April 1931. 
The whole of the  money invested, therefore, is duo to  bo repaid 
in a  few years, and it is hoped th a t  as a  resu lt of th is  operation 
one of Groat B rita in ’s  m ost valued custom ers will have been 
enabled to  re tu rn  to  the  p a th  of prosperity  and th a t  th e  resu lt 
will be a  gradually increasing interchange of com m odities.”
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agreed, but would only allow the sum of 
£i los. for the purchase of each bag, while the 
price of redemption was to be £2 10s. The price 
of a bag of Santos 4’s was approximately 120$ 
when the loan was contracted in March and 
April 1930, which at the current rate of ex
change was equivalent to about £3. The Sao 
Paulo Government had therefore itself to find 
at least £1 10s. per bag, and if, after buying, the 
price feu appreciably, a loss on the sale would 
be incurred. By July ist, however, when 
purchasing began, the price was down to about 
£2 12s. What happened was that the Sao 
Paulo Government bought a quantity of fine 
coffees of the 1930-31 crop up-country,* and 
substituted them for low-grade coffees which 
were purchased in Santos: the amount so 
bought is variously estimated at 700,000 to 
1,000,000 bags. On these transactions some 
profit was probably made, but the value of the 
remainder which was purchased in the Santos 
market, and that of the substituted coffee, soon 
fell below the redeemable price of £2 los., and 
the coffee therefore appears to have passed into 
the control of the bankers. Some Santos 
dealers have doubts as to whether the full three 
million bags were ever bought, and no one can 
say for certain how the Sao Paulo Government 
raised the balance of £1 per bag, or what the 
position is to-day. AU that can be said with 
certainty is that three million bags were 
arbitrarily deducted on this account from the 
official statistics of stocks,— a fact which should 
not be forgotten in considering the statistics 
of stocks since 1929— and that Theodor 
Wille & Co., who, as the agents of Schroder 
& Co., obtained a monopoly of the dealings, 
much to the disgust of the other Santos com- 
missarios, continue to hold in Santos ware
houses a very large quantity of coffee for the 
account of the bankers. The bankers’ security 
for the loan at £1 10s. per bag is still, of course, 
ample, though whether it will be in the future 
remains to be seen. But this particular part of 
the general scheme must be j udged as thoroughly 
unsound, for apart from a severe frost or other 
miracle the further decline of prices was in
evitable. Presumably the Paulistas were very 
insistent, and the bankers gave in, though, in 
doing so, they safeguarded their own interests 
to the utmost possible extent.

The fourth issue concerns the new method of 
regulating the Santos entries. As has been said, 
the monthly entries were to total 833,334 bags, 
or one twenty-fourth of the estimated crops

• This incidentally afforded some cash relief to the  planters, 
which was probably the  object of the arrangement in the eyes 
of the Sao Paulo Government a t least as much as the making 
of profits thereby.

of the current and subsequent year, whichever 
was higher. This meant, for example, that 
at the latest some time in May or June of 
1930 the Institute had to estimate the 1930-31 
crop, of which the picking would have just 
begun, and also the 1931-32 crop. Now an 
adequate staff of experts could estimate the 
former with reasonable accuracy, barring a 
phenomenal frost like that of 1918, or other 
great weather catastrophes: such an estimate 
would not be liable to an error of more than, 
say, 10 per cent. But no man, however expert 
or experienced, can possibly estimate the crop 
of the following year as early as May or June. 
The main flowering does not take place until 
August or September, and though the expert 
can then make a rough guess, much depends on 
the weather during the succeeding months, and 
it is not until he can examine the trees in March 
and April that he can reach even a tolerable 
approximation. By May or June the utmost 
that the expert can say with certainty is that 
the crop of the following year, given normal 
weather conditions, will probably be very large, 
large, average, or small: that much he can tell 
by the development of the new wood upon 
which the flowering will take place, but no more. 
An estimate in May or June of the combined 
total of the current and subsequent crops can 
only be sheer guesswork, and even if the guess 
is revised after the flowering in September, the 
possible error still remains very large until the 
following April. Given the utmost desire for 
accuracy, and an absolutely free hand to revise 
the estimates at short intervals, such a system 
of control might work sufficiently well to pre
vent any great carry-over of stocks at the end 
of the two years. But in the hands of a biased 
controller, there is no reason why he could not, 
with a perfect show of propriety, so arrange 
matters as to carry over a very large quantity : 
it is always easy to justify the making of 
erroneous estimates ! Yet this system was the 
keystone of the whole solution of the coffee 
problem, for, if any further accumulation of 
stocks took place, not only would further 
finance be required, but the security for the 
present loan would be jeopardised. Everyone 
knew that Sao Paulo’s normal capacity for pro
duction was already in excess of the probable 
demand, and would be still more so each year as 
the new plantings came into full bearing. If 
there were no further accumulation of stocks, 
the price would fall until equihbrium was re
established by the stimulus to demand, and the 
abandonment of a sufficient acreage of old high 
cost plantations. Naturally the owners of 
these plantations would bring the utmost 
possible pressure to bear on the Sao Paulo
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Government to raise the price at whatever cost, 
and the majority of the industry would pro
bably be equally insistent. Governments in 
Sao Paulo exist but to do the will of the coffee 
interests, and it must be remembered that at 
this date the Paulistas in general were stiU 
dreaming of the pre-1929 prosperity, and con
vinced that valorisation was the right policy, 
since sooner or later the luck would turn, and 
any accumulation of stocks would be disposed 
of at a handsome profit. Hence the Sao Paulo 
Government would inevitably tend to under
estimate the crops, and thus to keep down the 
Santos entries to the lowest figure for which any 
sort of a case could be made : when they were 
proved wrong, the carry-over would require 
finance which the bankers would presumably be 
asked to supply, and it would be very difficult 
for them to refuse on account of their already 
heavy commitments. The scheme made it 
possible for Sao Paulo to play the game with 
loaded dice. Presumably, in agreeing to the 
arrangement, the bankers felt that whatever 
happened their security was sufficiently safe, 
and it certainly seemed so at the time. The 
only other explanation is that they thought the 
Sao Paulo Government was genuinely convinced 
of the folly of any further accumulation of 
coffee, and able to withstand all popular 
clamours : if this is the true explanation, it 
would appear that they were very ill-informed 
as to the current trend of Paulista opinion, 
and of political conditions generally. The 
strongest case which can be made out on their 
behalf would perhaps run along the lines that to 
protect existing foreign investments, it was 
essential to prevent the general economic col
lapse of Brazil which would follow any sudden 
release of the Sao Paulo coffee stocks, and that 
since Sao Paulo would rather have seen this 
happen than hand over the virtual control of 
her economic life to foreigners, they made the 
best practicable bargain. But this was a flaw 
in the scheme which went far to undermine its 
pretensions to be a comprehensive solution of 
the problem.

All in all, the Sao Paulo Government had 
bargained well. The Pauhstas, as has been 
said, were jubilant, and little or no adverse 
criticism was heard in Brazil, except from the 
exporters, whose opinion in short was that Sao 
Paulo had “ won hands down.” The American 
and European private investor appears to have 
been extremely sceptical, for it is said that the 
London underwriters were left with about 
85 per cent, of the European issues, and their 
New York brethren with about 70 per cent. 
Too much, however, should not be made of this, 
for the general public were not investing in

anything of at all a speculative nature at this 
time, and while in general it is difficult to deny 
that the bankers were lenient, this does not 
alter the fact that the scheme on paper was 
essentially sound, and the security reasonably 
good, even when judged by the most extreme 
pessimist, at any rate at the time. In my view, 
the proposition can be severely criticised in 
three main respects : (a) that the amount of the 
loan was excessive, {b) that the scheme for the 
Government purchase of 3 million bags ought 
never to have been allowed, and was unsound 
because its object was to raise the price, whereas 
the quicker it declined to a level which would 
discourage production the better, and (c) that 
the determination of the Santos entries ought 
never to have been left in the hands of the 
Government of Sao Paulo. Apart from these 
three issues, the general scheme of the loan was 
sound, and constituted the best available solu
tion to the problem from the point of view of all 
parties.

The loan had hardly been issued before the 
world received what was interpreted as a con
firmation of its worst fears as to the integrity 
of the Sao Paulo Government's intentions and 
promises. The Institute, in its reckoning of 
the stocks existing on May ist, 1930, dis
covered that another 2-3 million bags had 
suddenly appeared from nowhere, and more 
coffee was arriving at the reguladores than had 
been anticipated, so that it was soon reaHsed 
that instead of 16-5 million bags as estimated in 
the loan prospectus,* the actual stocks on 
July ist would be about 21 milhon bags. In 
addition, there seem to have been many people, 
even amongst those who should have known 
better, who thought that the Sao Paulo stocks 
represented the total stocks in Brazil, whereas in 
fact there was a carry-over in Rio of i-6 million 
bags, which, with small quantities in other 
ports, brought the total for Brazil up to 237 
milhon bags. As a consequence, fears were 
reawakened lest after all the Sao Paulo Govern
ment and the bankers would not be able to 
control the situation, and the New York price, 
which had been more or less stationary at 
between 14 and iq i  cents from January-April, 
declined to 13*8 cents average for May, and to 
13*2 cents average for June. The new defence 
plan was thus inaugurated on July ist under

♦ A poin t which I  have not been able to  clear up is w hether 
th e  estim ate of 16*5 million bags was in tended to  include the  
stocks of Minas coffee in Suo Paulo warohoases^ or w hether 
i t  referred only to  coffee grown in Sno Paulo. If th e  latter^ the  
Minas coffee m ight account for 1 m illion bags. F or th e  rest, 
wliether there was deliberate concealm ent, or w hether it was 
a  genuine m istake, cannot be determ ined, b u t though the  
la tte r  may seem impossible to  the  European, it would not be 
out of keeping w ith the  general s tandard  of Brazilian Govern- 
m ent adm inistration.
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even less favourable circumstances than had 
been anticipated.

The events of the rest of the year need be 
described only in the most summary manner 
for our purpose, though to those immediately 
concerned they were of all-absorbing interest, if 
not the most acute excitement. With August 
came the first serious rumblings of the political 
storm, and a serious break in exchange : some 
recovery was made during September, but the 
average for that month was still just under 
5 pence. September also saw the now annual 
Inter-State Coffee Convention, but no signi
ficant changes were made, except a revision of 
the percentages for the different States con
cerned in the quotas allowed for each p ort: in 
general Sao Paulo and Rio had to make con
cessions to the other States, especially to Minas 
Geraes. In October came the revolution. 
This caused a sharp rise in the New York price, 
as it was feared that exports might be inter
rupted, as was indeed the case but on a small 
scale. During the last week of October the 
Santos Bolsa was closed, and foreign exchange 
operations passed into the exclusive control of 
the Banco do Brash. During November nor
mal conditions were gradually restored in both 
the political and the commercial world, and in 
December the new Provisional Federal Govern
ment was able to turn its attention seriously to 
the twin paramount problems of coffee and 
exchange. The New York price now averaged 
10*5 cents, and was falling daily, while exchange, 
though still partially controlled, stood at 4-73 
pence, and was also falling daily.

The immediate factors influencing these two 
prices (of coffee and Brazilian currency) are, of 
course, different, though each powerfully reacts 
on the other. The cause of the immediate fall 
of the price of coffee from 13 cents in June and 
July to 10 cents and under at the end of the year, 
was not the revolution or any political troubles, 
but the growing certainty that the crop of 
1931-32 would again be very large. It was 
primarily the flowering of this crop which 
caused the price to break to i i  cents in August 
1930, and not the rumblings of the revolution, 
which, as has been noted, subsequently caused 
a sharp rise. Similarly, it was not lack of con
fidence in the Provisional Government, or in 
Brazil’s future, which caused the rapid decline 
in November and December, but the reahsation 
of Brazil’s excessive capacity for the produc
tion of coffee, and therefore of the difficulties of 
any scheme of defence, let alone the gradual 
liquidation of the existing stocks and the main
tenance of the Realisation Loan plan. The 
worst possible anticipations of earlier days were 
revived ; the second bumper crop, which had so

unexpectedly followed with one year’s interval, 
was now apparently about to be followed after 
another one year’s interval by a third. Trade 
estimates of the coming 1931-32 crop were 
already running in the neighbourhood of 16 
million bags, or 2 million bags more than the 
Institute’s estimate, upon which the current 
Santos entries were based, while it was now 
tolerably certain that the Institute's estimate 
of the 1930-31 crop was at least i  million bags 
too low. By July ist, 1931 there would there
fore be 3 million bags in stock which ought not 
to be there according to the Realisation Loan 
plan : the carry-over on that date (1931) would 
not be much less than 18-19 million bags. But 
the future outlook was even more black. Re
taining the Institute’s estimate for the 1931-32 
crop at 14 million bags, and assuming an esti
mate as small as 9 million bags for the crop of 
1932-33, the annual entries into Santos would 
be 11*5 million bags plus 1,350,000 bags of 
Planters’ coffee and 300,000 bags of Government 
coffee in accordance with the Realisation Loan 
contract, or a total of over 13 million bags, 
while if the trade estimates of 16 million bags 
for the 1931-32 crop be preferred to the In
stitute’s official estimate, the total would be 
over 14 million bags.* Santos exports for 
actual consumption, as distinct from any ab
sorption for stocks to be held abroad, could not 
be expected to exceed 10-5 million bags, and if 
the coffee were to be cleared, the foreigner 
would have to be persuaded to hold stocks. At 
what price would this happen in the face of a 
capacity for future production which appeared 
to be at least an average of 13 million bags, or 
2J-3 million in excess of the world's require
ments ?

As regards exchange, the maintenance of a 
stabilised rate at a fraction under sixpence from 
the end of 1926 until the coffee crash in October, 
1929, had been made possible by two factors, {a) 
the high price of coffee and (6) extensive foreign 
borrowing. Brazil’s international account may 
be estimated as follows :—

(£ million.)

Im ports ....................
Plus Remittances ...

Minus Exports .......

Balance Deficit .......
Minus Foreign Loans

Final Balance ...........

1926. 1927. 1928.

79-9 79-6 90-7
31-0 33-0 35-0

110-9 112-6 125-7
94-3 88-7 97-4

16-6 23-9 28-3
29-3 32-9 27-5

+  12-7 + 9 0 -0 -8

1933.

86-6
37-0

123-6
94-8

28-8
6-2

- 22-6

• The 1931-32 crop may prove, in fact, to  bo somewhere 
between 14 and 16 million bags.
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As has been noted above, exchange was weak 
for several months before the crash in the price 
of coffee in October 1929, and this weakness 
reflected not only fears as to the eventual out
come of the defence policy, but also the in
creased unwillingness of Europe and the U.S.A. 
to make further investments in the country, 
combined with the growing stringency in the 
financial world generally. The fall in the price 
of coffee coincided with the ^^all Street crash, 
and the former resulted in a lower value of 
exports, while the latter made foreign borrowing 
more difficult than ever, so that exchange fell 
to 5 j pence, and probably would have fallen 
further, if Brazil had not begun to export her 
gold reserves. In March, April and May 1930, 
the successful conclusion of the Realisation 
Loan brought about a reaction to 5*8 pence, but 
with the continued dechne in the price of 
coffee, and the dwindling of the gold reserves, 
the dechne in exchange was resumed, and at a 
much more rapid rate. Then came the revolu
tion, and though this was obviously an addi
tional difficulty in that it meant an inter
ruption to commerce and the probabihty of an 
issue of paper money,* it should be realised that 
the revolution was a relatively unimportant 
factor in a situation which was dominated by 
the price of coffee and the abihty to borrow from 
abroad. No one feared that the new Govern
ment would have less respect for its foreign 
obhgations than the old, or that the old Govern
ment was so good that it could not be replaced 
by a better. But equally the new Government 
would at least for a time find foreign borrowing 
as difficult as the old, while no human action 
seemed capable of solving the coffee problem 
with the requisite speed.

Dr. Whittaker, the new Federal Minister of 
Finance, was faced with an outlook for 1931 
which may be briefly summarised as follows, 
assuming that somehow the budget could be 
made to balance. For the paynnent of interest 
on Federal, State and municipal debts, together 
with, the remittance of interest and dividends 
by foreign companies, banks, etc. (this last 
being figured at a very small amount owing to 
the general economic depression), Brazil would 
have to find approximately £40,000,000. If 
necessary imports be put at one-half the recent 
total importation, the bill for imports would also 
be roughly £40,000,000. Thus, at a minimum, 
£80,000,000 would be required for payments 
abroad. Since no foreign borrowing would be 
possible, and since the whole stock of gold had 
now been exported, the only appreciable credit 
item was exports of commodities. Exports

• The am ount of paper money actually issued was, in fact, 
relatively insignificant.

other than coffee had been averaging ratlier 
over £20,000,000, and though favoured by the 
fall of exchange, this stimulus must be reckoned 
as likely to be neutralised by the effects of the 
world fall in the price of raw materials and the 
reduced purchasing power consequent on the 
world slump. At the price level existing at 
the end of 1930, the exports of coffee could not 
be estimated to bring in more than about 
£27,000,000. In round figures, therefore, there 
was a prospective deficit of £30,000,000. But 
with the existing huge stocks, and, fundament
ally far more serious, an excess capacity for 
production of 2^ 3 miUion bags in Sao Paulo 
alone, what chance was there that even the 
present price of coffee would in fact be main
tained ? And if coffee prices declined still more, 
the prospective deficit on the international 
account would become larger still, so that ex
change would fall further, with the result that 
the bill for necessary imports would be in
creased as also the burden of the foreign debt, 
while lower coffee prices would make the already 
difficult problem of balancing the Federal and 
State budgets still more difficult. Thus coffee 
and exchange constituted a vicious circle of an 
apparently insoluble character.

As regards the coffee problem, the Federal 
Government dared not face a further large fall 
in the price of coffee, if only on account of the 
effect on exchange, and the fall would un
doubtedly be very large, because foreign mer
chants would have to be tempted to carry the 
surplus, since no speedy and adequate increase 
in actual physical consumption could be antici
pated : moreover, as has been said, the outlook 
for such speculative carrying of stocks was most 
discouraging, for while in two or three years 
very low prices would cause the abandonment of 
capacity on an appreciable scale, this would not 
happen immediately. The only possible remedy 
was to reduce the size of the coming crop; in 
other words, a pohcy of actual restriction of 
output. But this is a peculiarly difficult and 
expensive problem in the case of coffee, for it is 
impossible in practice simply to order the 
planter to leave x  per cent, of his crop un
picked. Unless each planter was supplied with 
sentries to keep watch throughout the picking 
season over the section of his trees which was 
to remain unpicked, it is certain that those trees 
would be picked, if not by his own colonists, 
then by someone else. The crop must therefore 
be picked, and the only possible form of crop 
restriction is deliberate destruction of a part of 
the harvest. But to order each planter to 
destroy so much of his crop on the fazenda is 
also out of the question. An army of inspectors 
would be required, and such men would never
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have resisted the tem ptation to accept bribes : 
most of the coffee would h ave escaped destruc
tion, and those planters whose coffee was 
destroyed would have been alm ost literally up 
in arms. The only feasible scheme w as to  de
stroy the coffee at, say, a  dozen centres in the  
interior at the most, where the business could  
be reasonably well supervised. H e a v y  trans
port costs, both  from the fazenda to the rail
head, and then b y  rail to  the centre would thus  
be entailed, and this would be in addition to the  
costs of harv'esting. Crop restriction w ith coffee 
is. therefore, a  difficult and expensive perform
ance.

Nevertheless the Federal Governm ent came 
to  the conclusion th a t it  w as the only possible 
remedy. B u t before this decision w as taken, 
tw o other decisions, one of a negative and the  
other of a positive character, m ust first be 
recorded. T h e former concerned certain pro
posals subm itted b y  Mr. Charles M urray at the 
invitation of Dr. W hittaker, the new Federal 
Minister of Finance, for th e solution of the twin  
problems of coffee and exchange at a  single 
blow. Mr. M urray’s rem edy was as ingenious 
as it w as bold, and y e t so simple as to excite  
wonder th a t no one had thought of it before. 
In his view , the exchange problem could only 
be solved b y  an increased value of coffee ex
ports, since no considerable increase in other 
exports could be anticipated in the short run. 
H e pointed out th a t a t the price ruling up to  
O ctober 1929, coffee exports am ounted to  
£6 y,ooo,ooo a  year, whereas at the current price 
level (in Decem ber 1930) the same volum e of 
exports were only worth £27,000,000. If the  
value of coffee exports were to be restored to  
th e previous level, B razil’s international ac
count would be balanced, for exports of all 
kinds {i.e. £67,000,000 from coffee and
£20,000,000 from other commodities) would  
am ount to over the £80,000,000 which had to  
be found for the rem ittance of interest obliga
tions and necessary im ports.* W ith  the dis
appearance of the prospective deficit of 
£30,000,000, exchange would certainly recover, 
and thus the internal burden of B razil’s 
foreign debts would be lightened. B u t sup
posing th at b y  some means the price of coffee 
could be hoisted back to the old level, produc
tion would be extrem ely profitable and new  
planting would be stim ulated, thus increasing 
the already excessive cap acity : hence in the  
long run the position would be made worse, not 
better. Y e t world consumption of coffee had  
continued to increase from 1922-29 despite the 
high price level, and had increased no faster 
since the fall in prices : there was, therefore, no

•  See p rev ious page.

reason to suppose th a t the increase would not 
continue if th a t high price level were restored, 
and equally th at it would not be greater if the 
present low level were maintained. So far as 
consumption was concerned, the price makes 
little difference, and on this side of the problem  
Brazil had only to ensure th at she would obtain  
at least a  fair share of the normal increase, and  
not allow this to be monopolised b y  her com
petitors, as in the past.

Such in brief was Mr. M urray’s analysis of 
the tw in problems. Somehow the gold price of 
coffee had to be raised to its previous level, while 
the price received b y  the farmer m ust not be so 
high as to encourage new planting; indeed it 
m ust be so low as to effect a  reduction in the 
existing capacity. Further, some means must 
be found to liquidate more rapidly the existing 
stocks of coffee, since their storage is not only 
expensive, b u t their mere existence presses 
down the price. Mr. M urray’s solution was to  
impose an export ta x  of approxim ately 100 per 
cent., for a period of say eighteen months to two  
years, the proceeds to be used to destroy the 
existing stocks in the reguladores. In order to 
give an inducement to buyers, and to prevent 
them  from holding back their purchases in the 
the hopes of breaking the scheme, the ta x  was to 
be imposed gradually in three bi-m onthly instal
ments. A t  the end of the first six months, the 
gold price w ould have returned to the 1929 level 
of £5 per bag, and the exchange problem would 
therefore be solved. On the other hand, the  
planter would still be receiving only the existing 
price, at which Mr. Murray thought the highest 
cost plantations would be abandoned, while 
certainly there would be no new planting. 
Meantime, w ith the proceeds of the tax the 
Federal Governm ent would be able to buy  
from the planters one bag for every bag ex
ported, and at the end of eighteen months or so 
the carry-over would be less than 10 milhon 
bags.* W ith  the liquidation of aU surplus 
stocks and some reduction in capacity, the tax  
could then be removed, and the price of coffee 
safely left to find its own le v e l; as regards ex
change, Brazil would have secured a  breathing 
space in which to rebuild her political and 
economic life, and in particular to develop the 
export of other commodities than coffee, while 
b y  th at tim e world conditions should have 
greatly improved, thus m aking the whole situa
tion much easier for Brazil.

A t  first sight, this solution of the problem  
will probably evoke a pitying smile from those 
readers who fancy their knowledge of econoimc 
theory, while others wiU doubtless feel that

•  T he 1931-32 crop  w as es tim a ted  b y  Mr. M urray  a t  15 
m illion  bags.
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an yth in g so sim ple m ust somewhere h ave a  
catch in it. B u t judgm en t should n ot be  
passed too hastily, and it is incum bent upon  
anyone w ho condem ns it, to  su p ply a b etter  
alternative solution of th e interm ingling prob
lems w ith  which th e new  Federal G overnm ent 
w as faced. I t  has already been argued above  
th a t the destruction of th e  surplus of th e com ing  
19 3 1-3 2  crop w as th e  o n ly sound policy, and of 
course th e desired results w ould be achieved  
ju st as well b y  destroying an equivalent  
q u a n tity  of cofiee already in store. T o  this  
exten t, therefore, Mr. M urray's scheme is sound. 
Moreover, it is difficult to  argue th a t exports  
w ould be m uch greater a t th e price level existing  
in Decem ber 1930 th an  th e y  w ould be at double  
th at price level, for th e form er was n ot suffi
ciently low  to induce speculative purchases, and  
the final consumer h ad  go t used to  the^ latter : 
indeed, as Mr. M urray pointed out, retail prices 
of coffee in th e U n ited  S tates h a d  n ot so far  
been changed, an d it w ould apparently be a  long  
tim e before th e m iddlem en and roasters passed  
on to th e public th e  full benefit of th e fall in the  
price of green coffee. T h e dem and for actu al 
ph ysical consum ption is alm ost certainly v e ry  
inelastic, a t a n y  rate in the short period, and  
th a t in this case m eans several years. From  
B razil's point of view  there seems nothing  
unsound in charging high prices for a  short 
period, provided, first, th a t th e consum er can  
be m ade to  p ay, secondly, th a t new  plan tin g  
w ill not be stim ulated m aterially in other  
countries, and thirdly, th a t new  plan tin g w ill 
not be stim ulated in B razil itself. T a k in g  these  
points in th e reverse order, it  can be taken  for 
granted th a t Mr. M urray w as right in supposing  
th a t at th e price ruling in D ecem ber 1930 there  
would be no new  planting in Brazil, though he 
was probably rather optim istic in supposing  
th a t this price w ould result in the abandonm ent 
of an y appreciable num ber of trees w ithin tw o  
years. A s regards th e stimulus to new  planting  
in other countries, Mr. M urray argued th at, 
since coffee trees require from five to  six  years  
to  reach production, a  Brazilian plan w hich  
was to  last less than  tw o years w as n ot h k ely  
to  give an y encouragement to new planting, and  
added reasons, probably well-founded in the  
m ain, for supposing th at a doubling of th e price 
of Brazilian coffee would not result in a  doubling  
of the price of m ild coffee, or an yth in g Hke it. 
Certainly a  strong case can be m ade out in 
support of his conclusion, while during th e life
tim e of the scheme no new supplies could, of 
course, be forthcom ing, other than  from trees 
already p lan ted .* There remains then as the

•  T h e  schem e w ou ld , how ever, h a v e  g iven  g re a t  p ro sp e r ity  
to  C olom bia, a n d  i t  m a y  bo a rg u e d  th a t  th is  w ou ld  h av e  en ab led

crucial issue th e w illingness of the consum er to  
p a y  such a  p u rely artificial price. T h e  w orld s 
consum ption is ap p ro xim ately  24 m illion bags, 
of w hich th e  m ild countries can o n ly su p p ly  
ab o u t 9 m illion : th e other 15 m illion b a gs m ust  
com e from  B razil. F o r th e  last eigh t years th e  
w orld h ad  been prepared to  p a y  £5 per b a g  for 
B razilian coffee, an d its to ta l consum ption had  
increased. T h e price w as artificial then, ju st as 
it w ould b e  artificial under Mr. M urray's plan, 
th ou gh  th e character of th e artificiality  w ould  
be m ore public. I t  is possible th a t, for e x 
am ple, in th e U .S .A . an  a tte m p t w o u ld  h ave  
been m ade to  organise a  consum ers' strike, b u t  
it m ust be rem em bered th a t  Mr. H oover had  
changed his a ttitu d e , an d no a tte m p t h ad  been  
m ade to  stop  N e w  Y o r k 's  p articip ation  in the  
R ealisation L oan . T h e  roasters h a d  certain ly  
h ad  a  difficult tim e u p  to  1929, b u t v e r y  low  
green coffee prices u su a lly  stir u p  w h a t is, in  
their eyes, a  m ost obnoxious form  o f com 
petition b y  sm all m en doing a  local trade  
unburdened w ith  the costs of h e a v y  advertise
m ent, w hile, of course, all m iddlem en prefer th e  
large com m issions w hich acco m p an y h igh  prices. 
F in a lly, th e  N e w  Y o r k  financial w orld w ould  
n ot support a n y  agitatio n  again st a  schem e  
w hich, if successful, w ould ensure B ra zil's  
a b ility  to  m eet th e  service of her loans. Som e of 
these argum ents a p p ly  also to  E urope, b u t in  
a n y  case th e  p ractical difficulties o f organising  
an international consum ers' strike m a y  be  
considered prohibitive. T h e  o n ly  serious risk  
w as th a t  th e w orld w ou ld  b e  able to  refrain  
from b u y in g  ju st a little  longer th an  B razil 
could afford to  refrain from  selling. B u t  
visible stocks outside B razil were o n ly  abou t  
one m o n th 's supply, and there is e v e ry  reason  
to  suppose th a t invisible stocks w ere also ve ry  
sm all. A  deliberately organised international 
effort to  break th e schem e m igh t possibly h ave  
been successful, b u t it w as m ost u n lik ely  th a t  
a n y  such effort w ould be m ade, for a n y  specula
tor w ho fancied B razil's  chances of success 
w ould m ake enorm ous profits b y  b u y in g  during  
th e  period before the ta x  w as raised to th e full 
rate.

T h e  pros and cons of Mr. M urray's schem e  
can be argued at length, b u t perhaps enough has 
been said to show its claim s to  m ost serious con
sideration. I t  w ould perhaps seem un likely  
th a t th e  consum er w ould continue to p a y  the  
full ta x  for as long as tw o  years, b u t it seems 
more than lik ely  th a t he w ould h ave p aid  a

: s»

th o  C olom bian  G o v ern m en t to  b u ild  ra ilw a y s , a n d  so  rem o v e  
w h a t is a t  p re se n t ono of th e  g r e a t  o b s ta c le s  to  now  p la n tin g  : 
in  o th e r  w ords, t h a t  th e re  w o u ld  h a v e  boon a n  in d iro o t a n d  
lo n g -ru n  s tim u lu s  to  now p la n tin g . B u t  th is  is a  h ig h ly  p ro b - 
lom utica l a n d  c o n d itio n a l a rg u m e n t.
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large part of it, while there is little reason to  
suppose th a t the q u an tity  dem anded would  
have appreciably declined. E ven  if the con
sumer had not paid a  large part of the ta x, the  
decline in the milreis price would not have been 
b y  an y means undesirable, for reasons which will 
be developed later. A t  the worst Mr. M urray’s 
scheme had a sporting chance of success, and  
could do no great harm if it were rem oved as 
soon as failure was apparent. The real criti
cism against the scheme is that, even if it had  
succeeded in its prim ary objectives, it would  
probably not h ave reached its m ain objective. 
Its claims as a short-period solution are much  
stronger than its claims to provide the means 
and opportunity for constructing a long-period  
solution. T h e crucial question is whether Mr. 
M urray was right in thinking th a t in tw o years' 
tim e exchange would be able to look after itself. 
E xp o rts of com m odities other than coffee can  
certainly be developed b y  Brazil, but tw o years 
is a short tim e, and a relatively high and rising 
exchange would not provide such stim ulus as 
would a low  and falling exchange. Perhaps 
Mr. M urray was really banking in his own mind  
on a restoration of world financial conditions, 
such as would enable Brazil to resume the  
foreign borrowing upon which every developing  
country really depends to balance its inter
national account. A s claim ing to provide a 
perm anent solution, Mr. M urray's scheme was 
a som ewhat perilous gam ble.

W hether Dr. W hittaker was seeking for such 
a perm anent solution, and thought the same, 
or whether he felt th a t the chances of success 
in the short period were remote, or whether he 
felt th at the situation was not so desperate as 
to require such risky measures, or whether he 
was relying on the co-operation of foreign 
bankers and was unwilling to do anything which  
m ight antagonise them, or w hat his reasons were 
for turning down the scheme, are questions 
which cannot y e t be answered. A ll th at can be 
said is th at the scheme was not adopted. The  
ideas contained therein continued, however, to  
germ inate in the minds of Brazilians, as will be 
seen very shortly.

The other decision was to  purchase all stocks 
of coffee existing in Sao Paulo on J u ly  is t, 1931 
for the account of the Federal Governm ent, at a 
fixed scale of prices on the basis of 60 §ooo for 
Santos 4’s. On purely commercial grounds this 
seems the decision of a m adm an. R ou gh ly tlie 
position was as follows : the carry-over on 
J u ly  1st, 1931 would consist of rather under 
two-thirds of the 1929-30 crop and the whole of 
the 1930-31 crop. The former had been 
financed at 80-90 Sooo per bag, but the planters 
had sold a good deal of it outright to the com-

missarios before the crash, and they had  
m anaged to sell or liquidate to the banks a good 
deal more during 1930. The 1930-31 crop had  
been financed at about 40 $000 per bag, and 
most of it w'as still owned b y  the planters. The  
to ta l stocks to be purchased would be about 18 J 
million bags, of which roughly 13 million formed 
the security for the Realisation Loan at about 
50S000 per bag. Supposing the grading to  
result in an average price of 60 $000,* the 
Federal Governm ent would have to make up 
the difference of io$ooo on the 13 million bags of 
the Realisation Loan coffee, and would have to  
p a y  the full 60S000 for the remaining 5 millions. 
In all, therefore, the Federal Government would 
have to find something like 430,000 contos, 
which at the current exchange rate of, say, 
50 $000 to the £1 was equivalent to £8,500,000. 
Seeing th a t the Federal Treasury was em pty, 
and th a t the budget could only be balanced with 
extrem e difficulty in an y case, this gratuitous 
addition to its obligations seems foolish in the 
extreme, for the Federal Government could 
hardly hope w ith the existing outlook to make 
m uch m oney on it even in the long run.

It  is all the more extraordinary, therefore, 
th at popular opinion should consider Dr. WTiit- 
taker to be the author of this scheme, and he has 
certainly been its main protagonist in the 
Federal Government. From  the point of view  
of the planters and commissarios, the scheme 
was a  godsend. Though some would stand to  
lose on their holdings of the 1929-30 crop if the 
present Santos price w'ere maintained, they  
m ight well lose more if th at condition were not 
fulfilled, while on their 1930-31 crop holdings 
th ey would definitely receive a  cash balance of 
about 10 $000 per bag, whereas if th ey had con
tinued to own the coffee, a further fall in the 
Santos price would involve them in a loss. 
W hen the Sao Paulo Government capped the 
Federal scheme b y  announcing its intention to 
give State bonds to the amount of 20S000 per 
bag purchased b y  the Federal Government, 
which bonds proved to  be saleable at a cash 
price of about loSooo, the scheme became most 
a ttra c tiv e : it w'ould mean a most unexpected 
and welcome addition to their cash resources, 
and b y  freeing them  of possible future habilities 
would enable them  to determine just where 
they stood and would stand in the near future. 
A dm ittedly the cash received would m ostly have

•  Such iarco q u a n titie s  w ould n o t norm ally  g rade  as  high 
as  4. b u t  th e  q u a lity  of b o th  these  crops iS p ro b ab ly  above 
average , w hile th e re  ^ e m s  li t t le  d o u b t th a t  th e  j a d i n g  is being 
ca rried  o u t in  a  v ery  libera l sp ir it, p resum ably  w ith  a  ̂ e w  
to  avoid ing  com plain ts on th e  p a r t  of th e  ownere. The g r a d i ^  
o f such huge am o u n ts  is a  trem endous ta s k  from  th e  pwr^^ 
m ^chanical^po in t of view , a n d  th e  app lica tion  of v ery  s tr ic t 
s ta n d a rd s  w ould u n d o u b ted ly  h av e  involved  a lm ost endless 
tro u b le  in th e  w ay of com plain ts  an d  claim s.
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,  ‘ C  to
?®>®g 5 millions 
^vemment would 

430.000 contos 
®ge rate of, say' 

to £8,5oo,o<;; 
was empty, 

be balanced with
this ^tuitous

^nis foolish in the 
^vernment could 
ig outlook to make 
le long run. 
irdin^, therefore, 
consider Dr. TOt- 
scheme, and he has 
irotagonist in the 
a the point of \’iew 
sarios, the scheme 
me would stand to 
1929-30 crop if the 
maintained, they 

condition were not 
>-31 crop holding 
g a cash balance of 
^  if they had con- 
further fall in the

re them in a loss.
■ minent capped the 

its intention
:0^t of 205000 F

became

 ̂big®

> »pp C l

fid

to go to the banks or other persons for arrears of 
interest on advances and m ortgages, b u t this 
does not alter the fact th a t th e planter's position
would be ve ry  m uch eased.

There is indeed little  doubt th a t th e objects  
of this scheme were purely political. T h e  new  
Federal G overnm ent w an ted to  win th e support 
of Sao Paulo : it m a y  even be th a t th e y  felt th at  
their hold on Sao Paulo w as so w eak  th a t som e
thing m ust be done if th e success of th e revolu
tion were not to be endangered. Moreover, 
Dr. W h ittaker h ad  doubtless realised from the  
start th a t th e exchange position w as such as to  
necessitate Federal control o f th e coffee prob
lem, and th a t since the control required w ould  
not be pleasing to th e planters, it w ould be  
advisable to placate them  in ad van ce b y  a  
gesture of g o o d -w ill: if later th e planters  
kicked, th e Federal G overnm ent w ould at least 
have a useful tu quoque. E v e n  if on financial 
grounds the scheme ought to h ave been con
demned, th e Federal Governm ent certainly had  
some grounds for feehng th a t politically  it  w as  
so necessary as to be w orth while, w h atever  
em barrassments it m ight lead to in the future. 
On the other hand, the scheme certainly has a 
touch of th a t grandiose character w hich is so 
often found in th e first measures of new  G overn
m ents, especially revolutionary Governm ents, 
and it is at least possible th a t in th e flush of 
victo ry th e Federal Governm ent, after counting  
its advantages, did not stop to count its ultim ate  
costs. P olitically there m a y  h ave been neces
sity  and justification— certainly no b etter w ay  
to the heart of the Paulista could h ave been  
devised— b u t com m ercially there w as neither, 
while a  mere change of ownership w as, of 
course, no rem edy for th e fundam ental diffi
culties of the coffee industry’s problem , excep t  
in so far as the Federal G overnm ent w as thereby  
enabled to force upon Sao Paulo more drastic  
measures than would otherwise h ave been  
possible in practice.*

•  T h e  Sao P a u lo  G o v ern m en t’s p a r t  in  th e  schem e m u s t  bo 
v iew ed r a th e r  d iffe ren tly  fro m  t h a t  o f th e  F e d e ra l G o v ern m en t. 
T h e  p la n te rs  w ou ld  sell th e  b o n d s  fo r cash , a n d  h a n d  th e  cash  
to  th e ir  com m issaries, w ho w ould  u se  i t  to  red u ce  th e ir  in d e b te d 
ness to  th e  b an k s . S ince th e  B anco  d o  E s ta d o  h a d  b een  so 
g re a t a  len d e r, i t  w ou ld  secure  a  la rge  p ro p o rtio n , a n d  on  th e  
a ssu m p tio n  t h a t  th e  B anco  can  fo r  p ra c tic a l p u rp o ses  be 
re g a rd e d  as  a  d e p a r tm e n t o f th e  S ta te  T re a su ry , th is  w ou ld  
a m o u n t to  a  g a in  o f cosh b y  th e  Sao P a u lo  G o v e rn m en t a t  th e  
price  of c rea tin g  m u ch  la rg e r  ob liga tions in  th e  fu tu re . T h e  
Sao P au lo  G o v ern m en t w ould , in  fac t, b e  h a n d in g  o u t  lo n g 
d a te d  p a p e r  to  th e  p la n te r  w ith  i ts  le f t h a n d , a n d  w ith  i t s  r ig h t 
h a n d  receiv ing  b a c k  th ro u g h  th e  B anco  do  E s ta d o  a  la rg e  p a r t  
of th e  d isco u n ted  cash  v a lu e . F ro m  th e  p o in t of v iew  o f th e  Sao 
P au lo  G o v ern m en t i ts  p a r t  in  th e  schem e h a d  th e  m e rits  
of a  v ery  v ic ious a n d  expensive  form  of concealed  borrow ing , 
b u t  so fa r  as  th e  F e d e ra l G o v ern m en t w as concerned , w h a t w as 
p a id  o u t w as gone co m p le te ly  a n d  fo r  over, u n le ss  we assum e 
th a t  th e  B anco  d o  E s ta d o  w as in d e b te d  to  th o  F e d e ra l G o v ern 
m en t, a n d  t h a t  th is  in d eb ted n ess  w as som ehow  to  b e  reduced  
b y  th e  ga in s w hich th e  schem e a s  a  w hole m ig h t be exp ec ted  
to  b ring  to  th e  fo rm er : fo r  such  a n  a ssu m p tio n  th e re  is no 
foundation .

A t  first it seem ed th a t th e F ed eral G o vern 
m ent could o n ly  find th e  requisite finance b y  
an issue of paper m oney. B u t  th e  m o n ey w as  
found, w ith  th e in g e n u ity  w h ich  is so ty p ic a l  
of B razilians, in three w ays. T h e  first w as b y  
th e  opening of a  credit a t th e B a n co  do B rasil 
for 156,000 contos, p resu m ab ly again st the  
u ltim a te  profits of th e business. T h e  second  
w as b y  m eans of th e  exch an ge of 1,275,000  
b ags of coffee for 25 m illion bushels o f w h eat, 
w hich w as arranged during la st A u g u st w ith  
th e  U n ite d  S ta tes G rain S tab ilisin g Corpora
tion. T h e coffee w as to  be delivered o n ly  
g ra d u a lly  over tw o  years or more, b u t th e  
w h eat during th e n ext few  m onths, an d th e  
F ederal G overn m en t w as therefore ab le  to  
arrange forw ard sales to  B razilian  m illers  
w hich in th e  aggregate are said to  h a ve  
brou gh t in 189,000 contos. T h ird ly , th e  Federal 
G overn m en t obtain ed  a  loan of £1,350,000 (in 
v e r y  round figures, sa y  100,000 contos) from  
H a rd  &  R a n d  In c. N .Y .,  a  large A m erican  firm  
of exporters, th e  loan b ein g redeem able again st  
coffee on consignm ent am oun tin g to  abou t  
1,350,000 bags. T h e  Federal G overn m en t has  
thus raised th e  finance required for th e w hole  
operation, an d th e rate of b u yin g, w hich during  
J u ly  an d  A u g u st 19 3 1 w as la ggin g  far behind  
the rate of grading, w as speeded u p  to  such an  
e x te n t th a t early  in N o vem ber D r. W h itta k er  
could announce th e purchase of no less th an  
6 m illion bags. B u t  th o u gh  th e operation is 
th u s b ein g carried ou t w ith o u t recourse to  the  
currency p rin tin g press, th is in no w a y  alters  
th e fa ct th a t on econom ic grounds it  w as as 
foolish as it w as unnecessary.

A  return m a y  now  be m ade to  th e  issue of 
crop restriction. H a v in g  as th e y  hoped dis
arm ed criticism  b y  their decision to  purchase  
th e stocks, th e Federal G overnm ent announced  
th a t as from F eb ru ary n t h ,  1931 a  ta x  o f 20 
per cent, in kind w ould be levied on th e 1931 and  
th e 1932 crops : in other words, the planters  
were to  surrender to the G overnm ent one-fifth  
of their crops. T h e  decree did n ot state  w h at  
th e G overnm ent w ould do w ith  this coffee, b u t  
it w as understood th a t it w ould be stored  
separately until th e m arket reaUy required it, 
or even tu ally  destroyed. T h e sam e decree 
ordained the purchase of th e stocks b y  the  
Federal G overnm ent, and also im posed a  ta x  of 
iS o o o  per annum  on all new  plantings for five  
years : such a  ta x  was, of course, prohibitive. 
A s regards control of entries, the o n ly restriction  
was to  be the lim itation per m onth to  one- 
tw en ty-fo u rth  part of th e current and subse
quent crops : the entries w ould therefore consist 
of new crop coffees on this basis plus the stocks  
to be liquidated under the R ealisation Loan
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scheme. B u t as the news of the ta x  in kind 
spread into the interior, such an outcry was 
raised b y  the planters that, despite the utmost 
persuasions of Dr. W hittaker and the Sao Paulo 
Government, it was found necessary to remove 
the tax at the end of the month. The idea of 
deliberately harvesting a fifth of their crop, and 
then carting it to the station and paying freight 
for dispatch to an incinerating centre, was 
simply more than the planters could stand. 
Moreover, the Government rapidly realised the 
practical difficulties of administration, and the 
inequities, as regards cartage and freight rates, 
which would result unless a very complicated 
scheme of allowances was to be established. As 
with a good m any other measures at the time, 
the new political leaders discovered that it was 
one thing to draft a decree overnight embodying 
a “ bright idea,” and quite another thing to put
it into working practice.

B ut every day increased the seriousness of 
the situation. Towards the end of February 
exchange fell below 4d., and the New York  
coffee price below 9 cents. The Sao Paulo 
Government, contrary to their understanding 
with the bankers over the Realisation Loan, is 
stated to have resumed operations on the New  
Y ork market *  in an effort to check the fall of 
the gold price. Meantime the Federal Govern
ment, through the Minister of Agriculture, had 
also been busy on plans for an International 
Coffee Congress to be held at Sao Paulo on 
March 31st. It cannot be said that Brazilians 
ever pinned much faith to this project, nor that 
it formed a serious part of the Federal Govern
ment’s policy. I t  was rather the work of the 
Minister of Agriculture himself, who in his 
younger days had been one of Brazil’s repre
sentatives and President of the International 
Coffee Congress held in New Y ork in 1902. 
Having apparently forgotten the virtual failure 
of that Congress, Dr. Assis Brasil now hoped to 
float an international scheme of export quotas 
or some other form of international restriction 
scheme, such, for example, as was being 
negotiated at the time b y  the sugar-producing 
countries with every prospect of agreement. 
B ut he was almost alone in such hopes, and 
though there was a good deal of support for the

•  Thoro was also dofinito in torvention  on th e  Santos Bolsa. 
The conditions ru ling  in  th a t  m ark e t tow ards th e  end of March 
were th u s  describoJ by a  woll-infomiod and  disintorosted p a rty  : 
“  In  tho Santos Bolsa a  firm acting  for th e  S ta te  G overnm ent 
has been opening tho business session w ith a  b id  of fu lly  1$000 
per 10 kilos over tho  price ru ling  in  outside sales between 
com m issaries and  exporters. Several firms have endeavoured
to  call tho  bluff of tho  S ta te  ropresontativo bv  shouting sola 
__only to  tho ir la te r sorrow. On delivery of those m arket sales*
th e  S ta te  G overnm ent stands firm in refusing to  tol<o delivery
on grounds of non-conform ity to  specifications, or eora 

unds. Sessions of tho  Bolsa have consequently ̂ A A A __   ̂ ^
some other 

againgrounds. - ..........  ....................- .
become a  joke, and  very few firms even bo ther to  a ttend .
F or tho significance of th e  word ‘‘ again, soo p , 30 above.

conference in Sao Paulo, the chief object was 
differently conceived, as the following extracts 
from a statement issued b y  the Brazilian Rural 
Association show :— ” To require the Colom
bians not to plant is impossible.” . . . But 
‘ ‘ On the day when the Colombians, after a trip 
along the North-East and the new coffee zones 
of the Paulista plateau, learn the extraordinary 
reserves and possibilities, it is certain that they  
will decrease their plantings, and look with 
more apprehension towards new initiatives.”
” If we invite our competitors to see our 
plantings and what we can produce, they will 
have to recognise that our advantages in a 
struggle for the conquest of markets are 
ovei^vhelming.” *

B ut the other nations were shy, and fearful 
of being lured into some commitment or other, 
and the Congress did not actually assemble 
imtil May. Meantime, on April 20th, the coffee- 
producing States met to try and thrash out some 
solution of their problem : the Federal Govern
ment had propounded its remedy, the 20 per 
cent, ta x  in kind, and when this had been 
refused, it had virtually demanded alternative 
proposals from the States themselves. The 
adoption of Mr. Murray’s scheme was no longer 
feasible, for the gold price had by now fallen so 
heavily that the ta x  would have had to be 
about 160 per cent, to achieve the required 
objectives %vithin the two years. The utmost 
which could now be done was to provide for the 
destruction of surplus new crop supplies, and 
possibly make some small inroad on the 
accumulation of stocks over and above their 
disposal under the Realisation Loan scheme. 
As no other ideas were forthcoming, the con
vention rapidly decided to borrow Mr. Murray’s 
central idea of an export tax, the proceeds of 
which should be used to buy up and d^troy  
coffee. B ut there was considerable division of 
opinion as to what amount of tax was desirable 
and feasible. The Sao Paulo dele^tes appear 
to have wanted a tax of thirty shillings, but the 
other States were apprehensive, and the 
Federal Government appears to have thro^vn its 
weight on their side. As eventually ratified by  
the Federal Government on April 28th, an ( 
export tax of 10s. per bag was to be imposed 
immediately b y  all the producing States, the 
proceeds to be used for the purchase and 
destruction of coffee. Such a tax on the basis 
of a total e.xport of 15 million bags from Brazil 
would yield £7,500,000, which at the current 
exchange rate and milreis price woMd enable the 
Government to buy about 4^ million bags of 
Santos 4’s, though, since the Government 
would buy the poorer qualities, the amount

• T ranslation by tho Medeiros Bulletin.
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might actually be as much as 6 million bags. 
With a rise in exchange the proceeds would, of 
course, be less, and conversely, with a further 
fall in exchange, more. The ta x  was to be 
imposed for four years, b y  which time it was 
hoped that the existing surplus stocks, and any  
surplus production of future crops, would have 
been eliminated, while consumption would have 
increased sufficiently to require the present 
volume of production.

Full consideration of the scheme will be 
deferred until the next section, since at the 
moment it represents Brazil’s main remedy for 
the situation. This section will be closed b y  
brief reference to certain other minor remedies 
which have been adopted. As well as the tax  
on exports, the Inter-State Convention con
sidered the tax on new planting, and this was 
subsequently modified b y  a clause permitting 
States with less than 50 million trees to plant 
up to that figure, free of tax. The new ta x  had  
met v ith  strenuous opposition from the State  
of Parana, \vith its large areas of rich coffee land 
awaiting development. So far as Sao Paulo and 
the other States were concerned, there was no 
particular objection to the prohibition : new 
planting had more or less stopped after the 
1929-30 planting season, and would not be 
worth while at present prices even if the neces
sary capital had been obtainable. B u t the 
Parana Government felt bound to fight for 
the future prosperity of the State, and its 
opposition was only overcome b y  the granting 
of permission to plant up to 50 million trees. 
A t the present time estimates of the number of 
coffee trees in Parana range from 28-35 million 
trees. There is no reason to suppose that 
advantage will be taken of the concession for the 
next two or three years, and even if the planting 
of another 20 million trees does take place, their 
output would only average about 500,000 bags. 
The loophole thus allowed need not therefore 
be considered seriously.

The only other important decision taken b y  
the Inter-States Convention was to promote 
the establishment of a National Council for the 
coffee industry, consisting of one representative 
of the Federal Government and one of each of 
the producing States. This body was to super
vise the collection and application of the export 
tax, and to perform any other executive duties 
which might be delegated to it, while it was to  
keep a watchful eye on the whole situation. 
But mention must also be made of certain other 
minor measures taken b y  the Federal Govern
ment. New regulations had been passed to 
encourage the production of washed coffees, 
which as from M ay is t  were to be allowed direct 
entry to Santos up to a monthly maximum of

50,000 bags. A ctually this limitation is purely 
nominal, for Sao Paulo has not the plant for 
producing such a quantity. B u t the scheme 
provides a big stimulus, for since washed 
coffees cannot be stored long in Brazil without 
deterioration, rapid shipment is necessary, and 
hitherto this had involved substitution for 
ordinary coffees according to the current regula
tions as to substitution : * henceforth, no sub
stitution of an y land was to be required, and 
thus all interest charges could be avoided. This 
measure formed part of a general effort to im
prove the quality of Brazilian coffee, the other 
chief measure being the prohibition of ship
ment of all coffees below T yp e 8. Such pro
hibition had been ordained since 1929, but it 
was now to be thoroughly enforced, for even the 
Medeiros Bulletin reports th at hitherto it had  
been a sheer failure. “  N obody ignores that in 
addition to one or two attem pts at bribing the 
Government fiscals, which cases were ventilated  
in the local Press, shippers from the interior 
have adopted the resource of m ixing the lower 
grades with higher type  coffees, thereby lower
ing the average quality of our crop, and increas
ing the volume to be financed.” Unfortunately  
the visitor to Brazil is likely to hear sufficient to  
convince him that corruption is still very wide
spread, and evasion of the law stiU freely 
practised.

Before attem pting to review the present 
situation in general, it is now only necessary to 
summarise the results of the International 
Coffee Congress held in Sao Paulo during the 
latter part of M ay and the first half of June. 
From  the start, the Congress was really little  
better than a farce. On assembly it was dis
covered that Colombia, the most important 
country from Brazil’s point of view, had sent no 
representative. Urgent representations were 
made to the Colombian Government, and even
tually a representative was despatched b y  sea 
to New York, and thence to Brazil b y  air, this 
being the quickest route. The prospects of the 
Congress were also further damped down b y  the 
opening speech of the Federal Minister of 
Labour, who was representing the Federal 
President. He stated that the Federal Govern
ment was strongly opposed to any idea of 
valorisation, and that the salvation of Brazil lay  
in securing better quality, and in taking steps to  
avoid any further accumulation of stocks. This 
declaration, so to speak, spiked the guns of both  
Dr. Assis Brasil, the Federal Minister of Agricul
ture, and the Sao Paulo delegates, at the start. 
D ays of desultory talk followed, until the 
delegates from other countries succeeded in 
forcing the head of the Brazilian delegation to

•  Soo p , 35.
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admit that there was grave dissension within 
his ranks. Dr. Assis Brasil’s scheme for an 
export cartel was not favoured b y  the Paulistas, 
some of whom apparently wanted the universal 
adoption b y  other countries of the los. export 
tax scheme, while others apparently thought the 
real remedy lay in the formation of producers’ 
co-operative societies, and direct sale to roasters. 
Eventually the Brazilian delegation seem to 
have rejected Dr. Assis Brasil's scheme, and to 
have failed to agree upon any definite proposals. 
A  completely colourless report as to the causes 
of the crisis was then drawn up, which added 
nothing to what everyone knew. A t this point 
the Colombian delegate arrived, and for 
another four days the Congress discussed the 
only concrete suggestion which had emerged, 
namely, the desirability of an International 
Coffee Bureau which should collect and improve 
statistics, conduct investigations into methods 
of increasing consumption and improving 
methods of marketing and distribution, and 
endeavour to persuade consuming countries to 
lower their tariffs on coffee. The Bureau was 
also to consider methods of financing coffee 
crops and stocks, and the advisability of setting 
up an International Bank for this purpose. 
The necessary finance for the Bureau was to be

provided by the various countries in proportion 
to their exports over the last three years at a 
rate not exceeding 5 cents per bag. Eventually 
it was agreed that another Congress shoxild be 
summoned to meet at Lausanne not later than 
July 1932, for the purposes of further discussing 
these specific proposals and putting the scheme 
into operation. Thus the Congress ended on 
June 17th, amidst pleasurable anticipations on 
the part of the delegates of a free trip to Europe 
in 1932 ! The establishment of such a Bureau 
is undoubtedly very desirable, if only for the 
improvement of coffee statistics, while a con
certed effort to reduce tariffs on coffee in con
suming countries would also be a sound step in a 
right direction, though it must be remembered 
that these are mainly revenue duties. But the 
Congress did nothing whatever to ease Brazil's 
present difficulties. A  purely negative result 
was indeed to be expected, for the mild pro
ducers, and especially Colombia, know per
fectly well how strong their position r ^ y  
is, and that prosperity will return to them 
when it returns to Brazil. Nevertheless, Brazil 
should not have been forced into a more or 
less public e.xhibition of her delusions and 
dissensions.
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-T H E  P R E S E N T  P O S IT IO N  A N D  P R O S P E C T S

]SiOTE.— This section was written during last November. Since then, some im portant new  
developments have occurred, but no alteration or addition has been made in the te x t as 
originaJly written, for the general analysis of the position here presented remains unaffected in 
essentials. A  brief summary of more recent events is added in a note at the end.

Consideration of the ten-shillings export tax  
scheme has been deliberately postponed because 
it constitutes the buttress which supports 
Brazil’s maintenance of control, and as such 
must occupy a central position in any general 
appraisal of the present position and prospects. 
As was noted in the previous section, the pro
ceeds of the tax were to be used for the pur
chase * and destruction of coffee : it was to last 
for four years, and as presented to the Brazilian 
public, the intention or hope was that within 
that period the existing surplus stocks, and any  
surplus production of future crops, would have 
been eliminated at the expense of the consumer, 
and that consumption would b y  then have 
increased sufficiently to require the present 
volume of production. I t  would, however, be 
a great mistake to suppose that those responsible 
honestly believed this version. The more 
intelligent politicians, planters and commis- 
sarios did not, of course, deceive themselves into 
believing that the consumer would p ay the 
whole tax, and that the milreis price would be 
maintained at its existing level. They knew  
perfectly well that the ta x  would in effect be 
passed back to the producer b y  a  lowering of 
gold prices, and that even if this did not 
happen, the possibilities of consumption increas
ing to the required extent were so remote that 
equilibrium could only be restored b y  a reduc
tion of productive capacity, which would never 
take place to the required extent so long as the 
existing milreis price was maintained. On the 
other hand, they also realised that if, through 
the pressure of an unwanted surplus supply, the 
price feU sharply, the market might get com
pletely out of their control, and though this 
might bring about the necessary abandonment 
of capacity, it would only be at the cost of a 
debacle such as they were absolutely deter
mined to p reven t: in any case, to allow such a 
fall in price, if it could b y  any means be avoided 
or postponed, was out of the question for 
poUti(^ reasons. A  substantial reduction of 
capacity was the only ultimate remedy, but 
it must take place gradually, and therefore

• I t  should bo em phasised th a t  th e  purchase of coffee for 
dostroction and  th e  purchase of th e  existing stocks in th e  
reguladoros are  en tirely  separa te  schemes, though th ey  are  both 
runnm g side by  side. B oth  are  controlled  b y  th e  Federal 
Uoyerm iwnt, b u t the  la tte r  is d irectly  adm inistered  by  the 
J j^ e ra l  T reasury, while th e  adm in istration  of th e  export ta.x 
scheme, and th e  destruction  of th e  coffee bought w ith th e  p ro 
ceeds, are  m  th e  hands of th e  N ational Coffee Council. ^

some means must be devised to eliminate the 
surplus which would be produced until the pro
cess was complete. Since the planters had 
refused to accept the direct method of elim
inating such surpluses, namely, the ta x  in 
kind, an indirect m ethod must be adopted. 
The los. ta x  was such a method. The proceeds 
would be sufficient to remove the existing  
surplus stocks over and above the Realisation 
Loan stocks, and to prevent fresh accumula
tions. More than this it could not be expected  
to achieve, but, on the other hand, it had at 
least one other, if a negative, virtue, namely, 
that since the consumer would gradually lower 
the gold price, the milreis price would presum
ably also fall, and therefore the ta x  would be 
only a temporary hindrance to the process of 
eliminating the highest cost producers : in 
other words, the ta x  would not much affect the 
course of the only ultim ate cure, while it would 
make possible the maintenance of a strict 
control over the process of liquidation, the 
gradual nature of which would thus be ensured. 
Moreover, the scheme was eminently feasible 
from a political point of view, because all but 
the more intelligent could be gulled into believ
ing that the scheme was a panacea for which the 
foreigner would pay.

In m y opinion this view  of the situation is 
sound. Granted that Brazil had definitely 
chosen curative treatment in preference to a 
surgical operation, the los. export ta x  should 
be adjudged an exceedingly clever device, 
whereby the continuation of the curative treat
ment was ensured, when otherwise that would 
not have been possible owing to the pressure on 
the market of fresh accumulations. In m y  
view, therefore, the scathing criticism which has 
been poured upon Brazil for her folly and utter 
stupidity in supposing that such a ta x  would be 
a remedy for all her troubles, is really without 
justification, unless it is assumed that the 
leaders of politics and the coffee industry in 
Brazil are such ignorant fools as to believe 
themselves the version of affairs which they so 
sedulously propagated for consumption b y  the 
Brazilian public. Once more it must be re
peated that these leaders are exceedingly clever 
men, and that crass stupidity is not one of their 
failings, m any as these m ay be in other direc
tions. The real object of the los. export tax  
was to ensure the continuation of the policy of

9 . 9t V
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gradual, as opposed to sudden, liquidation, 
when otherwise it would have been in serious 
danger of breaking down, and as such it has 
so far been, and humanly speaking will con
tinue to be, successful. The idea that the 
responsible leaders of Brazilian policy really 
thought it was a panacea is simply fantastic.

Some observers abroad, however, have 
joined in the general disparagement of the 
scheme for more solid reasons. It has been 
argued in some quarters that this los. tax is 
neither “ flesh, fowl nor good red herring ”  as 
compared with its full-blooded progenitor, the 
Murray scheme : that whereas the latter pro
vided a real remedy for the whole problem of 
the existing stocks, the los. ta x  cannot hope 
to do more than prevent further accumulations, 
and that whereas the Murray scheme would 
have completely solved the exchange problem 
at any rate for a couple of years, the i 05 . tax  
proceeds are quite insufficient to meet exchange 
requirements. Now this criticism is valid up 
to a point. Undoubtedly the los. tax scheme 
was evolved out of Mr. Murray's proposals : 
they certainly provided the germ of the idea. 
B ut it would be a great mistake to suppose that 
in enacting a tax of only I0 5 ., the leaders of 
Brazilian politics and industry supposed that 
they were attacking the same objectives as Mr. 
Murray was attacking. For, as has been 
already said, the Murray scheme was essentially 
confined to the short period : its main objective 
was to provide for a newly-created Government, 
faced with embarrassments on every side, a real 
breathing space in which it could design and 
put into operation a more effectual long-period 
policy. This was the essential o b jective: 
whether Mr. Murray believed that the existing 
milreis price was sufficiently low to bring about 
the required abandonment of capacity need 
not really be considered; if he did, he was 
in m y opinion far too optimistic. As has 
already been said, the Murray scheme had at 
least a sporting chance of success, if it had been 
adopted in January when it was first proposed. 
But, rightly or wrongly, the Government had 
turned it down, and by April it was patently 
clear that the opportunity had passed. For 
exchange had fallen heavily, and with it the 
gold price of coffee, so that to achieve its 
original objective, the tax would have had to be 
more than 150 per cent., while, since the United 
States roasters had in the interval considerably 
reduced retail prices, opposition from the con
sumer’s end would have been far more vigorous. 
The Murray scheme was not feasible in April, 
as everyone realised, even if some now thought 
more highly of its merits. No such scheme 
could now provide a real breathing space so far

as the exchange problem was concerned, and 
therefore it could neither do so for the coffee 
industry. The proposal for the los. tax came 
from the coffee industry, and was designed to 
alleviate the acute situation which was develop
ing in that sphere : it did not come from the 
Federal Minister of Finance, nor did he actively 
support i t : indeed, he is said to have remained 
consistently hostile. Though, in giving his 
consent, he would not, of course, be unmindful 
of the fact that the scheme would give him a few 
more pounds sterling, what was such a contri
bution in comparison with his needs? Thus 
the idea that the los. tax was aimed at the same 
objectives as the Murray scheme is not well 
founded.

One other aspect must be briefly considered, 
namely, the effects on other producing coun
tries. The advocates of the Murray scheme 
claimed that even the 100 per cent, tax would 
not stimulate production in other countries, 
because it would only last for two years, 
whereas the coffee tree requires more than twice 
this period to reach the bearing stage. They 
admitted that during the two years producers 
in the mild countries would reap a small 
fortune if the present price of mild coffees was 
doubled, but even this would not lead to new 
planting for the reason just ^ven, while they 
pointed out that there was little probability, 
because little reason, for the maintenance of the 
existing very large premium on mild coffees: 
this would shrink to the insignificant propor
tions existing before the crash, and therefore the 
tax would probably not raise mild prices by  
anything approaching 100 per cent. But these 
same persons have been inclined to attack the 
los. tax on the ground that four years is a very 
different matter from two years in respect of 
stimulating new planting in the mild countries. 
Adm ittedly there is some force in this argu
ment, even though four years is still l^ s  than 
the normal gestation period. But if it is 
assumed that Brazil will in due course pay 
almost, if not quite, the whole of the tax— -if, in 
other words, the gold price of coffee continues 
to decline— the benefit to the mild producers 
disappears, quite apart from any po^ible effect 
of the tax on the existing price ratio between 
Brazilian and mild coffees : the result is simply 
to prolong the life of the existing marginal 
producers of mild coffees, not to stimulate new 
planting. But the idea that Brazil can hope 
to bring about the destruction of any significant 
amount of mild production is almost certainly 
fallacious, though, as has been already noted, 
it is widely held in Brazil. Brazilian and mild 
coffees in reality compete to-day only to a 
limited extent. The world, and especiaUy the
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American consumer, would seem to have 
developed a strong preference for mild coffees, 
and within reason the position m ay be described 
b y saying that the world demands from Brazil 
\vhat the mild countries cannot supply. As the 
price of Brazilian coffee falls, the mild price 
tends also to fa ll; there is sufficient competition 
between the two for this to be inevitable. B ut  
when the price falls to an extent which threatens 
the existence of the marginal producers of mild 
coffees, the relationship is severed, for the world 
is not prepared to dispense with any substantial 
part of the supply of milds, merely because there 
is more than enough Brazilian coffee to complete 
the total world demand for coffee of all kinds. 
The evidence of this lies in the emergence of the 
very large premium on milds during the last two 
years. For example, the better grades of 
Colombian coffee to-day command a premium 
of 7  cents a pound, or nearly lO O  per cent., as 
compared with Santos 4’s. There seems little 
doubt that the consumer will not allow the price 
of milds to fall to a point which would cause the 
abandonment of mild capacity on any large 
scale, no matter how low the price of Brazilian 
coffee m ay fall. This proposition must not, of 
course, be construed as implying that the 
present price of milds is thoroughly profitable 
for the marginal producers : that is not true, 
for the consumer will not pay more than is 
necessary to keep these producers in existence. 
The point is that the consumer will pay just 
sufficient for this purpose, even if he can get 
Brazilian coffees very much more cheaply. 
Hence m y conclusion is that the ta x  is not likely 
to make much difference so far as the mild pro
ducer is concerned, even if it is continued almost 
indefinitely, as is, of course, quite possible, 
and perhaps more than likely. This conclusion, 
however, should perhaps be modified in respect 
of producers of robusta coffees, and of qualities 
inferior b y  reason of natural conditions. W ith  
this limited class of coffees, Brazil competes 
more directly and more sharply; the los. tax  
may tend to prolong the existence of such pro
ducers, but it is probably not sufficiently large 
to prevent the ultimate extinction which is 
their more or less inevitable fate. B ut so far, 
for example, as Colombia or the Central Ameri
can producers are concerned, the los. tax will 
certainly not stimulate new planting, and seems 
most unlikely to prevent any extinction of 
existing producers which might otherwise have 
occurred, since, in fact, such extinction is not in 
any case to be expected.

All these various arguments which we have 
been considering depend, of course, upon the 
supposition that the producer will pay most, if 
not all, of the tax. Actually the consumer has

never paid the whole tax. Before rumours of 
the imposition of the tax had become sufficiently 
strong to influence the market, the N ew  York  
price was approxim ately 8-25 cents. The 
equivalent of the ta x  was 1*85 cents per lb.,* 
and therefore the price should have risen to  
10*10 cents. I t  actually reached 9*70 cents 
soon after April 27th, the date on which the tax  
was imposed, but thereafter it steadily declined, 
and at the end of June was 8*90 cents. Subse
quently, on rumours of an increase of the ta x  to 
20S., an incident which will shortly be con
sidered, the price recovered to 9*30 cents, but 
as the probability of such an increase faded 
away, the decline was resumed, and 7*5 cents 
had been reached b y  the end of September. 
On a superficial view, therefore, the con
sumer m ay be said to have passed back the 
whole of the tax. B u t it is, of course, possible 
to argue that, if the ta x  had not been imposed, 
the price would have fallen lower still, and that 
therefore the consumer m ay still be paying a 
proportion. It is almost certain, in fact, that 
the price would have declined, even if the 
coffee, which has been eliminated b y  means of 
the tax, had been eliminated in some other way, 
but the extent of such a decline cannot be 
gauged with any approach to accuracy, and the 
exact incidence of the ta x  is really an insoluble 
problem. There can, however, be little doubt 
that most of the ta x  is now being borne b y  the 
producer,! or rather b y  Brazil as a  nation. This 
is a point of some importance. W ith  a stable 
exchange such a decline in the gold price would 
have brought about a more or less equivalent 
fall in the mUreis price, and the incidence of the 
ta x  would have been solely and directly upon 
the planters. B u t exchange has not been 
stable, and has in fact fallen h e a v ily : hence the 
milreis price has only fallen from 18S200 per 10 
kilos in m id-April to 15S500 at the end of 
October. In other words, the burden of the tax  
is being m ainly borne b y  Brazil as a  whole and

•  L e. w hile sterling  w as on a  gold basis.
f  T he rap id  transference of th e  10^. ta x  m ay  suggest the  

idea th a t  a  sim ilar, an d  perhaps even m ore rap id , transference 
of th e  m uch larger ta x  of Mr. M urray’s schem e w ould h av e  taken  
place. Personally  I  d o u b t th is , because th e  s tren g th  of th e  
consum er’s position under th e  presen t schem e is based n o t only 
on th e  existence of excess capacity  for p roduction , b u t also on 
th e  continued existence of v a s t stocks, an d  th e  la tte r  is p ro b 
ably  th e  m ore dom inating  fac to r in  m arket psychology. Under 
Mr. M urray’s schem e tho  excessive stocks w ould have been 
elim inated in tw o years, an d  tho consum er w as faced w ith  tho 
prospect of having  to  rely  on cu rren t p roduction  w ithou t tho  
safeguard of largo stocks. M oreover, th o  whole economic 
position of B razil, and  therefore tho F ederal G overnm ent’s 
general power of con tro l over coffee, w ould have been vastly  
stronger if Mr. M urray’s  scheme h ad  gone according to  plan. 
The consum er w ould p robab ly  n o t have paid  tho whole of h is 
100 per cen t, tax , b u t i t  seems unlikely  th a t  ho w ould have 
boon able to  tran sfer any  largo p a r t  w ith in  tlio com paratively  
sho rt period of tw o years, during  which his position  w as daily  
losing its  superiority . Roforonce m ay  also bo m ade on th is  
po in t to  tho considerations p u t forw ard on p . 05 above.
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all with interests in Brazil, and only in part by  
the actual growers of coffee, though they, of 
course, are bearing their share as BrazUians 
together with an extra slice represented b y  the 
fall in the milreis price. Since the planter’s costs 
are mainly influenced b y  the internal value of 
the milreis, i.e. b y  wages and home-produced 
commodities, and not much b y  the external 
gold value of the milreis, i.e. as represented by  
the price of imports, it follows— and this is 
the important point— that the transference of 
the tax from the consumer to the producing 
country has not so far m uch increased the 
pressure on the actual growers to abandon 
production.

The intimate connection between the price of 
coffee and exchange has here been exemplified 
to the full. The fall in the price of coffee has, 
of course, been mainly responsible for the 
fall in exchange, since the extent of direct in
flation b y  the Brazilian Government, and other 
such factors, have not been really significant. 
B ut the fall in exchange means that, in order to 
balance her international account, Brazil must 
levy taxation to an almost inconceivable extent, 
or obtain relief b y  defaulting on the current 
obligations of interest on her foreign loans, for 
there is little or no possibility of reducing 
imports much below the present level, and stiU 
less of expanding the exports of commodities 
other than coffee to the required extent. Since 
taxation on the requisite scale is also virtually 
impossible, Brazil has been forced to seek relief 
b y postponing the payment a large part * of the 
£ 3 5 »o o o ,000-^40,000,000 due annually for the 
service of her foreign debts. In this way, and 
in this w ay only, can the relationship between 
coffee and exchange be severed sufficiently to 
allow exchange and the milreis price of coffee to 
go their separate ways. Now, as the milreis 
price of cofiee falls, the producer of coffee will 
directly and more fully feel the pinch until the 
surplus productive capacity has been eliminated. 
When this has been accomplished, the price of 
cofiee will rise again to a normal level, and 
equilibrium within the cofiee industry will 
bring with it the restoration of some sort of 
equilibrium in Brazil's international account.

A  brief explanation should perhaps be given 
as to why consumers have been able thus to 
force down the gold price of cofiee. The 
answer can be put most succinctly b y  a review 
of the outlook at the commencement of the 
present crop year, i.e. on July is t  last. As 
regards supplies, the Santos crop of 1931-32 was

* A t th e  tim e of w riting  only Federal Govornmont loans have 
been fundedt b u t i t  m ay bo surm ised th a t  th is  exam ple will bo 
copiod by th e  S ta tes  in  respect of a  p a r t  a t  least of their 
obligations.

estimated b y  the Institute at 17 million bags,* 
and the 1932-33 crop at 9 million bags. Thus 
the entries of new crop cofiee into Santos at 
one twenty-fourth of the total of the two crops 
were 1,083,000 bags a month. To this must be 
added 130,000 bags of “ Planters’ cofiee ” under 
the Realisation Loan scheme, and 25,000 bags 
of “ Government cofiee,” making a grand total 
of 1,238,000 bags a month, or I4‘8 million bags 
a year. The port entries from all the other 
States cannot be put at much less than 7 million 
bags in the year. Thus the total prospective 
supply was at least 21*5 million bags. But 
the world will certainly not require more than 
16 million bags at the most. On this basis the 
I  os. export tax would yield as much as 
£8,000,000, but at an exchange rate of, say, 
3*5 pence, this would not buy more than about 
6 -7  million bags, even assuming the purchase 
of the poorer qualities. Thus it seemed prob
able that the los. tax would be hardly sufi&cient 
to take care of the new crop surplus, let alone 
effect any reduction in the 5-6 million bags 
of stocks over and above the Realisation Loan 
stocks. Buyers could therefore count definitely 
on ample supplies under the new scheme of 
control, and in the background there was, of 
course, the certainty that Brazil would not dare 
to keep off the market a single bag which could, 
in fact, be sold for consumption as opposed to  
speculative holding. The latter Brazil would 
obviously not permit until she was beaten, 
but in any case it could not become considerable 
so long as the volume of stocks remained so vast, 
and the excess productive capacity so little 
reduced, unless the price virtually collapsed 
altogether. Buyers have long been in a strong 
position, and have been able to force down prices 
steadily and gradually, though unable to pre
cipitate a sudden break because of the main
tenance of control over entries, and more re
cently the operations based on the los. tax. 
Even if the los. tax scheme had seemed fully 
capable of achieving its object, the price would 
have fallen in much the same way, for the simple 
reason that Brazil must sell all she possibly can, 
at any price consistent with the avoidance of a 
collapse of her controlling power.

Though Brazil dare not withhold from the 
market a single bag, it is also true that she dare 
not press on to the market a single bag more 
than the market is prepared to take. It was 
the possible insufficiency of the los. tax to take 
care of any offerings surplus to consumers 
requirements which at the beginning of July, 
gave rise to rumours that the tax would be

•  Incidentally  it  m ay bo obsorvod th a t th is was no leM than 
3 million bags moro th an  th e  earlier estim ate on which Santos 
en tries had  boon based during 1930-31.
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doubled. These rumours were a ^ o s t  certainly 
not without foundation. B ut in the end the 
Government evidently decided to wait until the 
danger of a collapse in the price of coffee be
came more pronounced, for so far as exchange 
was concerned, the benefit would be only tem
porary and the game not worth the candle : 
almost everyone whom I met in Brazil during 
June and July, both Brazilians and English, was 
clear that a temporary suspension of foreign 
interest payments was inevitable. Since July, 
the prospects that the los. tax will be sufficient 
to prevent further accumulations of coffee have 
considerably improved. There now seems a 
possibility that after all the current crop m ay  
not reach 17 million bags, while the frost which 
occurred last June over a large area of Sao 
Paulo has occasioned a downward revision of 
unofficial estimates for the 1932-33 crop. 
Until the divorce of sterling from gold at the 
end of September, the fall in the value of the 
milreis, and the slight fall in the milreis price of 
coffee, were both helping the situation con
siderably. Since then, the los. tax has been 
converted into a dollar tax, and therefore the 
rise in the exchange on London has made no 
difierence. The recent moratorium on Federal 
loans, however, implies the probability of a rise 
in the gold value of the milreis sooner or later, 
but, as explained above, this breaks the chain 
which has hitherto bound together the price of 
coffee and the gold value of the milreis, so that 
the milreis price of coffee will now probably fall 
more than sufficiently to counterbalance the 
effect of any rise in the dollar exchange. There 
seems httle reason, therefore, to suppose that the 
proceeds of the export tax will not be sufficient 
to prevent accumulations of stocks, at least in 
the immediate future.*

Even on this assumption, however, there is 
no reason why the gradual decline in the gold 
price should not continue, until the milreis price 
has fallen to the extent necessary to cause the 
abandonment of the existing surplus capacity  
for production. Unless and until that happens, 
buyers need have no fears that b y  pressing down 
the price they will precipitate a shortage in the 
near future. There are doubtless a few persons 
who would maintain that the continuance of 
the present milreis price for, say, another 
season will accomplish this end, but for reasons 
which will now be developed at some length,

* U p to  October 31st, th a t  is, in a  period of six months* the 
N ational Coffee Council had  purchased a  little  over 2 m illion 
bags for destruction. B u t th e  annual to ta l m ay  be expected 
to  reach considerably m ore th a n  tw ice th is  amount* for there  
m ust necessarily be some lag in  s ta rtin g  th e  m achinery of such 
^  scheme* and  th e  effects of th e  m ore favourable conditions 
which have recently  come abou t, have probably  no t y e t been 
fully  obtained. U p  to  Decem ber 26th th e  to ta l purcliascs 
am ounted  to  2-7 m illion bags.

this is almost certainly a delusion. Though  
the milreis price has already fallen to an almost 
unbelievable extent, I personally take sides with 
those observers who conclude that the milreis 
price must still fall very considerably further 
before any large-scale abandonment of planta
tions will take place within a reasonably short 
period. The issue is, of course, of such vital 
importance as to demand full and detailed 
consideration.

In the first place, it must be repeated that 
the magnitude of the reduction required is very  
large. To-day the excess of capacity appears to 
be equivalent to some figure in the region of 
5 million bags for Brazil as a whole, allowance 
being made for the liquidation of the i*2 
million bags of Realisation Loan stocks in addi
tion to current production. B u t a very large 
number of trees, planted between 1927 and 1929, 
have not yet come into bearing, and these will 
add a further 2 -3  million bags at least during the 
next two or three years, and more as they reach 
full m aturity. On the other hand, it would be 
most unreasonable to assume the indefinite 
continuance of recent average yields. In the 
first place, there, can be no doubt that the 
weather has been singularly favourable in recent 
years, and it m ay be assumed that sooner or 
later it will become correspondingly unfavour
able. Secondly, allowance must be made for 
the less careful cultivation which has been ^ ven  
during the last two seasons, and which will be 
still further reduced in the fu tu re : in par
ticular, little effort is now being made to  
com bat the insect pest, known as the stephan- 
odores, and it is quite possible, if not indeed 
probable, that its ravages will soon become 
quantitatively important. Thirdly, allowance 
must be made for the effect of the wide
spread interplanting of cereals between the 
coffee trees. Probably 80 per cent, of the total 
area under coffee is now interplanted, and m any  
authorities assert that the result of inter
planting is to lower coffee yields b y  10 per cent, 
in the second or third year, and b y  as much as 
20 per cent, in the fourth or fifth year. The  
cereals, especially maize, absorb large amounts 
of water, of which the coffee tree can never have 
too much. Some experts, however, would con
sider these figures an exaggeration on the 
ground that the ploughing involved is a bene
ficial form of cultivation, which tends to offset 
the absorption of water, while it must be 
realised that the 20 per cent, of the area which 
is not interplanted is the highest yielding 
portion of the whole. Undoubtedly, however, 
interplanting is a powerful factor making for 
lower yields. Fourthly, consumption m ay be 
expected to increase slowly. Nevertheless,
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when all these and other unfavourable factors 
are given the fullest possible weight, it seems 
likely that a dictator would take measures to 
cut down the productive capacity of Brazil as 
a whole b y  3-4  million bags at the very least, 
of which 2-3 million bags would be in Sao 
Paulo. This is a very large amount. Since 
conditions differ so widely, attention will be 
concentrated on the probabilities of the re
quisite reduction of 2-3 million bags in Sao 
P au lo ; if that is achieved, it m ay be taken for 
granted that there will also have been a sub
stantial reduction in the rest of Brazil.

Secondly, it must be realised how large is 
the margin between the price which will yield a 
10 per cent, return on the normal capital value 
of a fazenda, and the price which will just cover 
actual costs. For example, according to the 
estimates of Dr. Muniz, which have already 
been extensively quoted, a price of 23 $860 per 
10 kilos was necessary in 1928 to yield a 10 per 
cent, return in the case of his Intermediary Zone 
fazenda, but a price of rather less than 18 $000 
would have covered the full costs of production, 
including interest on working capital. The 
prices ruling before the crash in October 1929 
were, of course, yielding nearer 20 per cent, than 
10 per cent, to such a fazenda on the basis of a 
normal crop, though actually in the summer of 
1929 the cash position would have been strained 
for the reasons given in Section II C. On the 
basis of a normal crop, therefore, the Santos 
price could fall very considerably before profits 
were obliterated.

The fall in price, however, has, of course, 
been far greater than could be met without a 
reduction of costs. This has, in fact, been so 
tremendous as to be almost unbelievable by  
anyone who is not acquainted with local 
conditions in Sao Paulo, and in Brazil generally. 
In the 1928-29 season the colonist’s price for 
the cultivation of 1000 trees was 500S000 over a 
very wide area in Sao Paulo : in the new zones 
it was higher still, though considerably lower in 
the old zone round Campinas. To-day the 
corresponding figure is 180-200 $000 if the 
colonist is given separate land for cereal cultiva
tion, and as little as 150S000 if he is allowed to 
plant cereals between the coffee trees. Simi
larly the price for picking has been nearly cut in 
half. The wages of all carters, and of the labour 
employed on the drying grounds, etc., have 
also been drastically reduced. When it is 
remembered that, in all, labour costs form 
70-80 per cent, of the total costs ex fazenda, the 
significance of these reductions can be appreci
ated. But in addition there are many other 
items of cost which can be reduced, and others 
which can if necessary be eliminated altogether.

without seriously affecting productive capacity 
or the quality of the product, at any rate for a 
short period. To-day, even more than in the 
past, it is most difficult to make any generalised 
statements as to actual costs, even for a parti
cular crop. It is true that the former variations 
in the cost of labour as between different parts 
of the country have been much reduced, for 
wages everywhere have been brought down to 
what m ay be termed subsistence level, which 
means incidentally that producers in the new 
zones are no longer handicapped by having to 
pay much higher wages than their competitors 
in the old zone. This greater uniformity in 
wage costs makes the problem somewhat easier, 
for costs now vary more closely vnth. yields, 
and if a reliable figure can be established for a 
given yield, this can more legitimately be used 
as a basis for calculating the costs for other 
yields. But there is still the major difficulty 
that no information is available as to the pro
portions in which the existing trees are spread 
out over the range of yields, and the effective 
range of yields is certainly wider than ever to
day owing to the extensive new planting, and- 
owing to the probably more rapid deterioration 
of the oldest trees consequent on the cessation 
of the intensive cultivation which was given 
them up to 1929. There are also many minor, 
though still formidable, difficulties. For ex
ample, in order to make a true comparison of 
costs, it is necessary to make allowances for 
variations in the quality of the product in so 
far as that is within the control of the producer : 
some of the low’est costs are to be found on small 
fazendas in the new areas, but the quality of the 
product is poor, at any rate partly because of 
very inferior preparation. Again, there is no 
doubt that clever management has effected 
appreciably greater economies in some cases 
than in others, and it is extremely hard to 
evaluate the factor of management and its in
fluence on a particular fazenda’s accounts.

Summarising the scanty specific data for 
particular fazendas, and all the general in
formation which I have been able to secure 
relative to production in Sao Paulo, m y guess—  
for it can hardly be termed even an estimate
is that the range of costs of production ex 
fazenda may be as follows :

Fazendas with a 
per 1000 trees =  25- 

Fazendas with a 
per 1000 trees =  33- 

Fazendas with a 
per 1000 trees =  40- 

Fazendas with a 
per 1000 trees =  50-

normal yield of 80 arrobas 
-30 milreis per bag. 
normal yield of 60 arrobas 
-38 milreis per bag. 
normal yield of 40 arrobas 
-45 milreis per bag. 
normal yield of 30 arrobas 
-55 milreis per bag.
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Fazendas with a normal yield of 20 arrobas 
per 1000 trees =  60-70 milreis per bag.

A  guess as to the number of trees with any  
given normal yield is even more hazardous. Of 
the 1300 million trees officially estimated to be 
in bearing in the State of Sao Paulo, some 400- 
500 million are less than fifteen years old, and, 
since they have m ostly been planted on very  
fertile land, these will have a normal yield of 
certainly 70 arrobas, and probably very much 
more, during the next few years. O f the 800- 
850 million trees in bearing in 1917, not much 
more than 100 miUion had come into bearing 
since 1902, for new planting had been prohibited 
from 1902 to 1911. Hence, probably some 
700 million trees existing to-day are more than  
thirty years old, and at least half this number 
are forty to fifty years old or more. The latter 
would not yield more than 30 arrobas per 1000 
trees as against between 30 and 50 arrobas for 
the other and younger half. The distribution 
according to yield m ay therefore be reckoned 
as follows :

200 million trees with normal yields ex
ceeding 100 arrobas per 1000 trees,

300 miUion trees with normal yields of 
between 70-100 arrobas per 1000 trees,

100 miUion trees with normal yields of 
between 50-70 arrobas per 1000 trees,

350 million trees with normal yields of 
between 30-50 arrobas per 1000 trees,

350 million trees with normal yields of under 
30 arrobas per 1000 trees.

It must, however, be emphaticaUy stated  
that these and the previous figures of costs are 
reaUy sheer guesswork, and are given with the 
utmost reserve, and only for the purpose of 
demonstrating the very broad essentials of the 
position in a reasonably concrete and terse 
form.

On the basis of this data, the relation of the 
current price level and costs of production would 
appear to be as follows. Between the dehvery 
of coffee and its arrival for sale in the Santos 
market, the foUowing charges are incurred (see 
table at top of next column).

The Santos price on October is t  was approxi
mately 90 $000 per bag, of which, therefore, the 
farmer was getting, say, 55 $000 per bag, though 
since few fanners produce a crop which aver
ages Grade 4, it will be advisable to reduce 
average receipts to 508000 * per bag. Refer
ring to the estimates above, it therefore appears 
that fazendas with a normal yield of less than 
30- arrobas per 1000 trees are only able to

* N orm ally there  is a  difference of 1 m ilreis per 10 kilos 
between th e  grades, i.e. 0 m ilreis per bag.

P e r  b a g .
F re ig h t (an  average figure) 10$i 
Gold T ran sp o rt T a x  ISOOO

(as 27d.) ab o u t ................. 7$000 (E xchange ra te  fixed
m o n th ly ; ra te  as* 
sum ed to  be a  little  
u n d er 4d/)

3^. T a x  (R ealisa tion  Loan
account) a b o u t ................. 9S000 (E xchange ra te*  fixed

d a ily ; r a te  assum ed 
to  bo a  l i t t le  under 
4 d . )

C harges a t  S an to s  P ublic
W areh o u se ..........................  2S000

D eprecia tion  on  b a g ............  ISOOO
Loss of W eight ...................... 0 ^ 0 0

29S300
In te re s t fo r six  m on ths on

40 $000 a d v a n c e .................  2S500
C om m issario 's Commission 

(3 per cen t, on  sale price 
of 90$000) ..........................  2870C

543500

* Since th e  d ivorce o f ste rling  from  gold, th is  ta x  h as  been 
m ain ta ined  on  a  gold basis, an d  th e  re lev an t exchange ra te  is 
now th a t  on New Y ork,

produce a normal crop at a loss, and there are 
350 miUion trees which average under this 
yield. Broadly, therefore, it m ay be said that  
350 miUion trees should speedily go out of pro
duction if the present price level is maintained. 
If these 350 miUion trees be taken as averaging 
25 arrobas per looo trees, their production 
would amount to 2*2 miUion bags, and it has 
been concluded above that the re-establishment 
of equihbrium demands a reduction of capacity  
b y  2 -3  milhon bags. It would therefore appear 
that the present price is nearly if not quite low 
enough. Much, of course, depends on the 
estimate of 350 miUion trees with a normal yield  
of less than 30 arrobas. If this is an over
estimate, the price must fall still lower, and the 
figure more probably errs in that direction than 
in the other. B ut in view of the arguments now 
to be developed, it is deemed desirable to 
present this theoretical part of the case in as 
favourable a light as possible. For it is now 
necessary to consider whether this elimination 
of 350 million trees, which should theoretically 
take place at the existing price level, will, in 
fact, be accomplished with any reasonable 
speed.

It must be realised that very few fazendas 
wiU be wholly abandoned unless, and until, the 
owner becomes so short of cash that he cannot 
pay his current cash obhgations, which means, 
in fact, his wage bill : the few e.xceptions 
will be men who have plenty of capital or 
credit resources, but deliberately turn their old 
coffee plantations in citrous fruit orchards. But 
even when a planter cannot pay wages, there 
m ay be a considerable interval before his labour 
leaves the fazenda, and various arrangements of
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a temporary character are possible. For the 
colonist has to-day few opportunities of employ
ment if he leaves his present job, and so long as 
he stays on the fazenda, he has a roof over his 
head, and can grow enough cereals, together 
with a few pigs and possibly a cow or two, 
to feed himself and his family. This means 
very inferior cultivation of the coffee trees, but 
it is at least sufficient to prevent the virtual 
destruction which so rapidly results if weed 
growth goes completely unchecked, while the 
crop would, of course, be picked. Better results, 
in the sense of better cultivation, would, how
ever, be secured b y  giving the colonist a direct 
interest in the coffee. In answer to m y  
question as to what they would do if and when 
the worst happens, and they can no longer pay  
wages, several fazendeiros replied that, rather 
than abandon their plantations, they would 
temporarily hand them over to the colonists, 
and confine their own sphere to the drying and 
preparation, for which they would either make 
a fixed charge per bag of coffee, or arrange 
some profit-sharing basis. Such an arrange
ment has, of course, been commonly made in 
times of acute trade depression between the 
Chinese owners of tin mines in M alaya and their 
coolies : the result is that the coolies work so 
much harder, when thus working directly for 
their own pockets, that costs are greatly re
duced. There seems no reason to suppose that 
the results would not be somewhat similar in the 
case of coffee plantations, and their abandon
ment would thus be still further and consider
ably delayed.

So far, however, there are comparatively few 
fazendas which are in any real danger of running 
short of cash. The 1930-31 crop was small and 
therefore costly. In jfune 1930 the 1929 crop 
began to reach Santos, and this crop had not 
only been very large and therefore cheaply pro
duced, but it had been financed at a much 
lower figure: consequently its sale leaves some 
surplus which has helped the commissarios, 
directly or through the banks, to find the bare 
minimum of cash required by the planters. 
Somehow nearly all planters survived the 
strain of the 1930 crop, though in a certain 
number of cases there was delay in paying 
the colonists, and that crop year is now 
past history. The present crop is, of course, 
well above normal, and therefore costs have 
been below nonnal. From July ist onwards, 
the planter began to receive a steady flow of 
cash for the half of his crop which now goes 
direct to Santos : on the other half, which goes 
to the reguladores,* he has been obtaining

•  Now regulations for tho  delivery of fu tu re  crops to  ports 
wore issuod on Juno  2nd, 1931. Tho series systocn is inoin*

35-40 $000 from the banks. In addition, the 
purchase of the stocks b y  the Federal Govern
ment will bring the planter probably 5-10 $000 
per bag, and the 20 $000 bond, which the Sao 
Paulo Government is presenting on each bag, 
can be sold for about 10 $000 cash. There is 
little doubt that this season the vast majority 
of Sao Paulo planters are in a relatively com
fortable position : all traders, both wholesale 
and retail, are confident that the worst is 
passed, and can boast of slowly rising sales, 
while the “  country bumpkins ” who have not 
been seen b y  the citizens of Sao Paulo city since 
early 1929 are now once more in evidence. 
Though the adverse exchange rate, if nothing 
else, prevented holidays in Europe, the Santos 
season was the best for years, and every avail
able bed was occupied! Too much weight 
should not, of course, be attached to such 
developments; in the main they signify that 
the lower cost producers have surmounted the 
difficulties into which even the lowest of them 
were plunged b y  the 1929 crash, and that they 
are now once more making money, as they un
doubtedly can do even at present prices: 
There is room for distress as well as relative 
prosperity in an industry where costs extend 
over such a wide range. But there is little 
evidence to suggest that any significant number 
of producers will be forced to abandon their 
plantations during the present crop y e a r ; on 
the contrary, their position is improving, and 
the strain is less than last year.

■ Little wholesale abandonment of capacity 
can therefore be anticipated for another twelve- 
month, assuming no further material fall in the 
price. Then with the short crop for 1932-33, of 
which there is every indication, the strain will 
again be intensified. From this point onwards, 
the future course of events must necessarily 
become higlily speculative, even on the assump
tions now being made. If in the early autumn 
of 1932 there are indications of another fairly 
large crop— if, that is, we assume a sequence of 
large and small crops in alternate years— it can 
hardly be doubted that in the short crop year 
the high cost producers would strain every 
resource to hold on until the large crop enabled 
them to recover their position in whole or in 
part, and, as we have seen, their resources of one 
kind or another are considerable. Unless the 
large crop caused a complete breakdo\vn of all 
financing arrangements and a general disruption 
of control— a possibility which must not be 
entirely overlooked— the process of elimination

tainw l in a  m odi6ed form , mid in  brief the  p lanter is allowed 
to  ship a lternate  series direct to  the  ports, the  intervening series 
being sen t to  th e  roguladores and  released m  conformity with

R. ■ ■ ■ '  -tho R ealisation Loon scheme of averaging tw o crops.
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would thus be extremely slow, much slower 
than it would be with a succession of normal 
crops. But though this alternation of large 
and small crops has been a feature of the period 
since 1927, it was not so noticeable in earlier 
years, and there is no valid reason to expect its 
continuance in the future. W ithout much 
doubt it has been due partly to a chance suc
cession of favourable seasons, which enabled the 
trees to recover rapidly from the strain of the 
big crops, partly to better cultivation, which has 
the same effect] and partly to the large number 
of new trees possessing the recuperative power 
of youth. The first of these causes is unlikely 
to continue much longer— this year has indeed 
seen a fairly serious frost— and the second and 
•third will diminish rapidly and slowly respec
tively. Moreover, if such an alternation does 
continue, and therefore no effective reduction of 
capacity takes place, larger and ever larger sup
plies \xTil come forward to the Santos market as 
the plantings of 1928 and 1929 come into full 
bearing, and the price will inevitably fall lower 
unless the present scheme of entries is altered, 
and that will involve a further accumulation of 
stocks. In either case, therefore, it seems 
impossible to resist the conclusion that the 
price must fall considerably further before the 
required reduction of capacity will take place 
with reasonable speed, though as always this 
must be qualified b y  reference to the weather, 
for a series of unfavourable seasons would place 
a strain on the cash resources of the highest cost 
producers greater than any relief they might 
experience b y  the effect on prices. Apart from 
the w-eather, as prices decline, the strain on the 
highest cost producers will gradually become 
intolerable, but it is necessary to emphasise the 
qualifying adverb. The process is bound to be 
gradual for at least two reasons. The first is 
that no further sudden or sharp break in prices 
can now' be anticipated unless the Government 
stops buying for destruction.* If then prices 
decline only gradually, the strain will only be 
intensified ^adually. Secondly, the actual 
process of eliminating capacity will be slow and 
gradual, because of the resistance w'hich the 
planter can offer in the last resort. Thus I 
cannot see any reason to anticipate a sudden 
large-scale abandonment, for the breaking-point 
w’iU come at a different time for each individual 
producer, rather than simultaneously for all or 
a large number, save only if the weather takes a 
hand in the game. Already the process has 
begun in that a large number of the medium, 
as well as the high cost producers, have aban
doned a small patch of a few dozen poor yielding

•  This recently  happened for th ree  days* an d  there  was 
alm ost a  collapse of prices u n til buying was resumed.

trees here, and another perhaps larger patcli in 
that dip tliere. It would be a mistake to under
rate the total combined effect, but it would be 
still more silly to pretend that this form of 
abandonment can ever be sufficient. The 
abandonment of complete estates, and m any of 
them, must come, but it will only come gradu
ally, though doubtless the rate wall progressively 
increase as time goes on. Brazil has, rightly or 
w'rongly, chosen curative treatment to the 
surgeon’s knife, and physicians, as compared 
w'ith surgeons, take their time.

Certain other aspects of the situation, how
ever, still require consideration. M any per
sons, both in Brazil as well as abroad, consider 
that the necessary reduction of capacity will 
come about not only through the abandonment 
of old high cost plantations, but also of new 
plantations in the more remote parts of the 
interior. As has already been noted, an 
appreciable part of the new planting in 1927-29  
w'as done b y  ex-colonists who, having saved  
money, bought relatively small lots of cheap 
jungle land (cheap because of transport diffi
culties, and not because the soil was poor), and 
planted coffee, reckoning to finance themselves 
until the trees came into bearing b y  the sale 
of interplanted cereals, which of course com
manded a high price until after the crash, w'hen 
interplanting was once more generally allowed 
on ordinary plantations. The m ajority of these 
new plantations are not yet in bearing, and the 
present price of cereals is such that transport 
to the nearest railway station beyond a distance 
of, say, five miles has become prohibitive. It  
is undoubtedly true that on these more remote 
plantations a bag of rice or beans can be had for 
the asking ! It is therefore argued b y  some 
people that these small men will be forced to 
abandon their plantations for want of cash, and 
to return to the status of colonists or wage- 
earners. B u t this seems highly improbable, for 
the simple reason that these men need so little 
cash. The fam ily can grow all its own food 
without any doubt, and since they have no rent 
to pay, their only absolutely necessary need for 
cash is virtually confined to clothing, and that 
means a shirt and trousers sufficiently complete 
to com ply with moral decency. After raising 
its own food, the fam ily will still have time to 
spare for keeping down at least the ranker w'eed 
growth round the young coffee trees : the clean 
w’eeding and careful preparation required to 
harvest a crop is not required until the trees have 
a crop to harvest. Hence these families can 
continue to exist, and to ensure the existence 
of their coffee. If in the future, when their 
coffee is in bearing, the price has fallen to a 
point w'here it w'ill not cover the adm ittedly
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heavy costs of transport and the wages to the 
assistants who m ay then be necessary, after a 
time these small growers m ay throw in their 
hand, though it should be realised that they are 
perhaps the very lowest cost producers ex 
plantation, and can therefore afford to pay high 
transport costs. B ut this is looking far into the 
future. In the next year or two these men will 
undoubtedly endure the most terrible privations 
before they abandon their savings and all hope 
of making a comfortable income, and though 
some, through sickness or other misfortunes, 
will doubtless be defeated despite their utmost 
endeavours, the quantitative effect will be 
negligible.

j^ o th e r aspect of the whole situation is the 
extent to which fazendas are carrying mort
gages. About 70-80 per cent, of fazendas are 
mortgaged in one w ay or another— the higher 
figure is probably nearer the truth— and it is 
argued b y  some people that these mortgage 
obligations will be a powerful factor in bringing 
about a rapid large-scale abandonment of 
plantations, owing to the planter’s inability to 
discharge his obligations of interest, let alone 
amortisation. A  little investigation of the real 
nature of this mortgage situation, and a little 
reflection, will, however, show that, so far from 
being a factor operating to bring about abandon
ment more rapidly than would otherwise 
happen, it operates in precisely the opposite 
direction, and is likely to do so at least for some 
considerable time yet. The existing mortgages 
on fazendas can be subdivided into three main 
classes, each of which has distinctive character
istics of its own. A  planter who, in the years 
of prosperity before the crash in October 1929, 
wanted money in excess of what he could obtain 
b y discounting his bills of lading through his 
commissario— for example, for new planting or 
for the purchase of another fazenda— ^would 
have to raise it b y  a mortgage on his fazenda. 
Normally he would apply to his commissario, 
who would furnish the money either from his 
own capital or more commonly b y  borrowing on 
his own security from the banks. If the com
missario would not give satisfactory terms, the 
planter could go direct to the Banco do Estado, 
and borrow on gold terms, which, assuming a 
stable exchange, were quite attractive. B y  
1927-28 the Santos commissarios had more or 
less exhausted such resources as they were 
willing to invest in mortgages, and therefore the 
Banco do Estado was doing most of what was by  
then a very large volume of such mortgage 
business.

Besides these two classes of mortgage holders 
— the commissarios and the Banco do Estado—  
a third class is composed of private individuals

who sold their fazendas, receiving only one- 
third, or more often less, of the purchase price 
in cash, and the rest in the form of a mortgage 
on the property. It is estimated that 20 per 
cent, of the trees in Sao Paulo changed hands 
between 1926 and 1929, and these mortgages 
were based on the very high purchase prices of 
8-12 $000 per tree which were then ruling. 
Mortgages b y  commissarios or the Banco do 
Estado did not usually run above 3-4  $000. 
Very broadly it m ay be estimated that com
missarios hold mortgages to-day on 20 per cent, 
of the trees in Sao P a i o ,  the Banco do Estado 
on 45 per cent., and private individuals on 
15 per cent., but it should be understood that 
no definite statistics are available, and the 
above figures represent merely the mean of 
estimates supplied to me b y  individual com
missarios, bankers and others.

These different kinds of mortgages must be 
separately considered as regards their probable 
influence on the farmers' position.

(a) Mortgages between farmers and com
missarios :

Since the crash the farmers have been able 
to reduce their outstanding liabilities with the 
commissarios only very slightly : this amoimts 
to the same thing as saying that on their 
mortgages they have paid little interest, and no 
amortisation charges. But the commissarios 
have found it impossible to sell their rights at 
any reasonable price, and so they have been 
forced to pursue a policy of nursing these 
fazendas, thus preserving their assets in so far 
as their own financial position permits. In 
their turn the majority of the commissarios are 
indebted to the banks, and most of them are 
much in arrears with interest pa>Tnents, let 
alone amortisation. B ut their own capital is 
usually insignificant compared with their habili- 
ties, and therefore the only practical pohcy for 
the banks amounts to keeping the commissario 
in existence and at work, in the hope that 
gradually he wiM pay off his debts. This pohcy 
has already had some success, for a number of 
the larger commissarios have already regained 
solvency, while it m ay also be remarked that the 
banks know weU enough that they could find no 
better agent than the commissario concerned 
for the administration of the mortgaged 
fazendas, which would be directly on their 
hands if they foreclosed on the conmaissario; 
so far as the banks are concerned, he is, in fact, 
the best possible type of agent and does his work 
for nothing. Thus the banks have a strong 
interest in nursing the commissario, and 
through him the plan ter: and the banks will 
therefore supply the commissario avith enough 
money to keep the planter alive, since the only
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alternative is more or less complete loss. U lti
mately the banks will doubtless decide to cut 
their worst losses, but they will not do so until 
the commissarios and the planters have been 
costing them substantial sums of money for 
some time, and, as we have already seen, for 
another year at least the vast m ajority of 
planters v ill be able to meet current expenses
out of current receipts.

(b) Mortgages between farmers and the
Banco do Estado.

Since these mortgages are in terms of ster
ling, the collapse of exchange has made it enor
mously difficult for the planter to pay the full 
interest, though, of course, the divorce of 
sterling from gold is a new factor in the situation, 
tending to ease the burden at least as compared 
with what it would otherwise have been. B ut  
unless, and until, exchange makes a miraculous 
recovery, the Banco do Estado has small hopes 
of securing anything like full interest pay
ments, and little or no hope of receiving the 
amortisation charges. Y et, as in the case of the 
commissarios, foreclosure is of little or no 
advantage, and in addition the Banco must take  
political considerations into account, so that 
there can be little doubt that the Banco will 
try  and maintain the fazendas concerned in 
some sort of working order, even if that means 
further advances to cover working expenses. 
A s has been said, for another year such advances 
will not in most cases be required : after that 
the real issue is the Banco’s own ability to find 
the cash. Since this really depends upon 
the will and ability of the State Government of 
Sao Paulo to keep the Banco afloat, the question 
m ay legitimately be left unanswered. A ll that 
can reasonably be said is that if the Banco falls, 
then a very large area of coffee \vill speedily pass 
out of existence : other\vise it seems most un
likely that the Banco will screw up its courage 
to cut any large part of its losses, even if it 
could safely do so.

(c) Mortgages between farmers and the 
previous owners of their plantations.

This class of mortgage is already being 
terminated in m any cases b y  the mortgagor 
resuming possession, and some of them will be 
able to use the cash purchase money originally 
received as the basis for borrowing, should 
working expenses demand it. In other cases, 
the mortgagor does not want to administer the 
property himself, and so he is extending both  
interest and amortisation claims, the mortgagee 
virtually fulfilling the functions of an unpaid 
agent. If receipts do not cover bare expenses, 
some of these mortgagors will probably have to 
abandon their plantations, but m any of them 
may be able to get sufficient assistance from

the banks to carry on for a considerable 
time.

Thus for different reasons in different cases 
the mortgage position is not, in general, such as 
to constitute a strong factor m aking for the 
abandonment of fazendas on a large scale, at 
any rate in the near future. The planters  
powers of resistance would, of course, be greater 
if he had no mortgages, because then he would 
presumably be able to obtain them, and so 
meet any deficits on working expenditure for a 
very considerable time. B u t the fortunes of 
the mortgagee planters, the commissarios, and 
the banks are so intertwined that there is no 
conflict of interests, and their combined 
resources are probably considerable in practice. 
A fter w hat has been said, a generalisation can 
therefore be made without risk of misunder
standing to the effect that the mortgage position 
is not a factor of concrete importance, so far as 
the immediate future is concerned.

^Vhile a further slow, but ultim ately con
siderable, decline of price seems therefore to be 
inevitable in order to secure the abandonment of 
capacity on the large scale required, it is impor
tan t not to under-estimate the snowball nature 
of the process. Already, as has been said, small 
patches of coffee have been abandoned on a 
large number of estates, while larger areas of 
very old coffee are being planted w ith citrous 
fruits. If, indeed, the planters could put their 
land to other profitable uses, th ey would 
doubtless be more ready to abandon the produc
tion of coffee. B ut land which has grown 
coffee for forty or fifty  years and more ynll 
not, without a heavy expenditure on manuring, 
grow much else, citrous fruits being apparently  
the only real exception; and few planters have 
the capital resources for such expenditure. The  
only alternative in most cases is to convert the 
plantation into pasture land, and even this is 
relatively expensive, while at the present time 
there is probably no great scope for further 
m eat production.* Nevertheless, it will doubt
less be true that the resourcefulness of the real 
farmer will find w ays and means of turning his 
land to other uses, and too much importance 
should not be attached to this aspect of the 
situation, beyond an appreciation of the fact 
that there is no ready and alluring alternative. 
Again, if adequate information were available, 
it might be found that more young coffee has 
been, or is about to be, abandoned than seems 
probable on prima facie grounds and our 
present very limited data. Equally, some com
missarios and some banks m ay be reaching a

•  I t  m a y b e  obaorved th a t  th e  depreciation  of th e  A rgentine 
exchange has neu tralised  th e  advan tage  w hich w ould otherw ise 
have accrued to  B razilian c a ttle  producers th rough  th e  depro* 
e la tion  of th e  milreis*
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point where they feel it desirable, and possible, 
to cut a portion of their ultimate losses. But 
when the maximum reasonable weight has been 
allowed to all these tendencies, it can hardly be 
doubted that their combined effect will be 
altogether inadequate, so long as the price 
remains at its present level. As the price de
clines, the snowball will gather both size and 
momentum, and gradually these, so to speak, 
“ nibblings "  at productive capacity will be
come larger and larger bites. But emphasis 
must once more be laid upon the gradual char
acter of the process, unless indeed the weather 
takes a hand— a possibility which must not be 
overlooked— for the weather can hardly be more 
favourable to the planter than it has been in 
recent years, and there is, therefore, a vague 
sort of presumption that before long it must 
take a turn for the worse.

If the foreign observer looks back as far as 
October 1929, though no farther, and asks him
self whether in her own interests Brazil could 
have adopted a better policy than that w^hich 
has been carried out, he will in m y opinion 
confess that in her own interests she has taken 
the best possible courses, unless it be the 
adoption of Mr. Murray’s daring scheme. 
Though I have given m y reasons for doubting 
the ultimate success of that scheme, it would be 
rash to deny it the possibility of a sporting 
chance, or to underrate the short period advan
tages which success would have brought. But 
on the whole the los. export tax is probably the 
sounder scheme. It is essentially a concealed 
tax on the producer, though the consumer has 
been, and perhaps still is, paying a share. But 
it does make possible the continuance of a 
gradual liquidation, when othei^vise there would 
have been a complete smash-up of the economic 
life of Brazil. The only alternative to the 
export tax was the tax in kind, and from 
Brazil’s point of view, it can at least be urged 
that the foreigner has made some contribution 
under the former, which would not have been 
so under the latter : in any case the tax in 
kind was not politically feasible, even if it was 
economically the better solution, though this is 
a doubtful issue. Granted that the continua
tion of artificial control in some fonn was pre
ferable to a more or less immediate return to 
laissez-faire, Brazil has so far made as few and 
small mistakes in the process of liquidation as 
she made many and large in the preceding 
process of valorisation. Those who will not 
grant this premise in favour of a continuation 
of artificial control must not be allowed to

minimise the immediate results of a return to 
laissez-faire, even if their arguments as to its 
probable superiority in the long run be conceded. 
Those “ C ity magnates ’ ’ who advocated the 
removal of ail control at the end of 1929 did not 
make it clear, for example, that so far as 
London or New York were concerned, the price 
would be not merely some temporary morato
rium scheme on Brazilian loans, but immediate 
complete default, and quite possibly repudia
tion. A  more or less general moratorium 
is doubtless unavoidable even now, but its 
duration should not be so long, while repudia
tion is out of the picture. For Brazil is 
maintaining, and will continue to maintain, 
the essential structure of her economic life at 
least as well as many other nations in this 
present world crisis. Even if there is another 
very big crop in i933-34 _ an d  this is the one 
really terrifying possibility now left on the 
horizon— it m ay be surmised that somehow or 
other a complete breakdown will be avoided. 
It m ay be ten years before Brazil regains a 
satisfactory economic stabiUty, but this is pre
ferable to the utter niin and chaos into which 
she would have been plunged b y  the advocates 
of an immediate return to laissez-faire. Brazil 
is being taught a lesson which she ^vill not soon 
forget, but this lesson is not the admirable 
qualities and inestimable benefits of theoretical 
laissez-faire. The coffee producer is as con
vinced as ever of the benefits of coffee defence, 
meaning thereby the control of price which 
accrues from organised stockholding b y  pro
ducers, and he is as determined as ever not to 
return within the clutches of the merchant 
speculator. The lesson which Brazil has learnt, 
is that valorisation, in the sense of an artificial 
raising of price above the true normal level, is 
accompanied b y  risks which no good luck can 
cancel out. Coffee defence in the future will be 
even more interesting to the student of econo
mics than in the past, for at least the grosser 
errors and the more obvious pitfalls should 
henceforth be avoided.

A  B R IE F  SU M M A R Y O F  L A T E R
D E V E L O P M E N T S

Jan. 'Lith, 1932.— As stated in a note at the 
beginning, this section was wTitten during the 
month of November 1931. The manuscript 
had barely reached the printer before an 
entirely new scheme of control was proposed 
by the coffee-producing states at a convention 
held during the first week of December, and 
the necessary legislation to bring it into 
operation was quickly passed. In brief, the
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scheme may be summarised under the following 
lieadings :—

(1) The National Coffee Council has taken
over complete charge of all arrange
ments and measures concerning coffee 
and its defence. Thus the business 
of purchasing the interior stocks 
existing on June 30th, 1931, has been 
handed over to the Council b y  the 
Federal Government, and the Council 
are to “ supply the means for the 
realisation of this purchase ” : inciden
tally the Council is to take charge of 
the liquidation of the Hard and Rand 
loan and the wheat-coffee exchange 
with theU.S. Grain Stabilising Corpora
tion. Apparently the Council also takes 
over general responsibility for the 
liquidation of the Realisation Loan. 
Further, the Council is authorised to 
effect any internal credit operations; 
external credit operations m ay only 
be arranged after express authorisa
tion b y  the States.

(2) The los. gold export ta x  has been
increased to 15s. gold, and the 3s. 
transportation tax ^ aranteeing the 
interest of the Realisation Loan has 
been rescinded. Of the new 15s. tax, 
los. will be collected and applied as 
heretofore, but the remaining 5s. is 
payable in sight drafts on New York  
and London, and will be applied 
exclusively to the service of the £20 
million Realisation Loan, any surplus 
not required for this purpose being 
returned to the States in the following 
year.

{3) The Council " will defend the actual 
quotations in the national market in 
the form it deems most convenient."

(4) The Council " will eliminate within the 
maximum time of one year, at the 
rate of i  million bags per month, 
twelve million bags of coffee."

In conformity with the objects stated in (3) 
and (4) above, the Council has apparently 
arranged a credit with the Banco do Brasil 
for 300,000 contos million, on the basis of 
60 milreis to the £) against the security of the 
export tax, or rather the 12s. of it which is not 
earmarked for the Realisation Loan service. 
Armed with this finance, the Council has under
taken to buy coffee up to any amount at the 
basic price of 158500 per 10 kilos for Santos 
Type 4, which was the official quotation in 
December. Coffee so purchased or coffee from

the interior stocks will be burnt at the rate of 
I million bags per month.

A t the time of writing {Jan. iith ) , the new 
scheme has so far had little or no effect on 
the gold price of coffee, for consuming interests 
are well supplied and buying seems to have 
come to a standstill. A t present, therefore, 
prices in tlie New York and European markets 
are really below parity, and it is only reason
able to suppose that since the milreis price is 
to be maintained, quotations abroad must in 
due course rise b y  the equivalent of the extra 
5$. export tax.

It seems clear that the Council now has the 
necessary finance to carry out even this colossal 
holocaust. The surplus interior stocks m ay be 
put at somewhere about 25 million bags, and 
the elimination of 12 million bags will only 
leave the stocks pledged against the Realisation 
Loan, which loan provides for their steady and 
gradual liquidation. This much more rapid 
solution of the problem of the accumulated 
stocks is clearly in itself a great advantage, 
though there was no reason to anticipate a 
break-down of the old scheme. B u t it must 
be remembered that this is not the really 
crucial problem, which is the excess of pro
ducing capacity, and from this point of view  
the new scheme clearly tends to hinder the 
forces m aking for readjustment. M y general 
conclusion, in the section above, was that, at 
the existing price level in milreis, abandon
ment of capacity on the scale required would 
be an extremely lengthy and prolonged process, 
and it was therefore argued that the price 
would gradually decline to a considerably 
lower level. It is now virtually certain that 
the existing milreis price will be maintained 
throughout 1932. After that, the Banco do 
Brasil’s credit being exhausted, the Coffee 
Council will not have funds to purchase more 
than about 7 million bags (i.e. it will only have 
the current proceeds of the I 2 s .  of the export 
tax which is not earmarked for the Realisation 
Loan service). This is a considerable amount, 
but it would not suffice to meet another bumper 
crop on the scale of 1929, let alone anything  
greater. The crop which will be harvested 
next summer cannot be a bumper crop : it 
is most unlikely to exceed the volume of con
sumption. B ut the flowering of the 1933-34  
crop, which will take place next August and 
September, will be an absolutely crucial event. 
If this promises a crop for all Brazil of less than, 
say, 22 million bags, it will be strong evidence 
that the effect of inter-planting and bad cul
tivation in reducing yielding power is greater 
than m any people suppose, or that the extent
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of the 1927 and 1928 plantings, which are now 
reaching bearing age, has been exaggerated. 
If this is so, the argument that a large-scale 
abandonment of capacity is the only cure will 
be very much weakened, and Brazil may be 
said to be nearing the end of her troubles. 
If, on the other hand, the flowering promises a 
really big crop, the new scheme will have been 
largely a wasted and misguided effort, since

it will have delayed the fall in price which is 
required to reduce capacity. All this pre
supposes no intervention on the part of the 
weather. If at last God resumes his Brazilian 
nationality, his fellow-countrymen will now be 
able to take much greater advantage of his 
beneficent ministrations than if they were 
still encumbered with a vast accumulation of 
stocks.
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Some R elevant Statistics w ith  N otes T hereon

V ' T A B L E  I-

W ORLD PRO D U CTIO N  (D IST IN G U ISH IN G  B R A ZIL
AND O T H E R  CO U N TRIES).

(M illion bags.)

Brazil. MUd
CouQtries. World.

190&-06 ............................. 10-8 \ 3-9 14-8
1906-07 ............................. 20-2 3*6 23-8
1907-08 ......................... ••• 11-0 V 3-9 ^ 14-9
1908-09 ......................... 12-9 4-0 16-9
1909-10 ............................. 15-3 J 3-8 19-1
1910-11 ............................. 10-8 3-7 14-5
1911 12 ............................. 13-0 4-3 17-4
1912 13 ............................. 12-1 4-3 16-4
1915-14 ............................. 14-5 5-1 19-6
1914-15 ............................. 13-5 4 4 17-9
1915-16 ............................. 160 4-8 20-8
1916-17 ............................. 12-7 3-9 16’7
1917 18 .............................. 15*8 3-0 18-8
1918-19 .............................. 9-7 4-5 14-2
1919-20 .............................. 7-5 7-7 15-1
1920-21 ............................. 14-5 5-8 20-3
1921 22 ............................. 12-9 6-9 19-8
1922 23 ............................. 10-2 5-7 15*9
1923-24 ............................. 195 6-9 26-4
1924-25 ............................. U-0 6-8 17-8
1925-26 ............................. 151 7-0 22-1
1926-27 .............................. 14-7 7-1 21-7
1927 28 ............................. 26-1 8-0 34-1
1928-29 ............................. 10-9 8-7 19-6
1929-30 .............................. 291 8-3 37-3
1930-31 ............................. ' 14-8 8-6 23-4
1931 32 ............................. 23-5* 8-5 320

•  B u t some au tho rities  forecast 2 m illion bags moro.

isoTE .—These sta tistics are  tak en  from  th e  M edeiros B ulletin  
and  represent exportable crops. As a  m easurem ent of p roduc
tion, exports are  sufficiently accurate except from  1916 to  1918, 
when there  was an appreciable carry-over, owing to  shortage of 
sh ipping: these accum ulations were shipped in 1919, and  
account fo r th e  high figure of th a t  year. A ll au tho rities  agree 
on the production of m ilds, which are  sim ply th e  official expo rt 
s ta tistics of th e  countries concerned. All au tho rities  are  agreed 
upon th e  Brazilian Bgures down to  and  including 1922-23, for 
these are  th e  official re tu rn s  of receipts a t  B razilian po rts . C ontrol 
of p o rt entries, and  re ten tion  of stocks in  th e  in terio r, began w ith 
th e  1923-24 crop, and  th is  opens th e  w ay to  various m ethods 
of com puting th e  ac tu a l crop of each year. On th e  whole I 
prefer the  estim ates of th e  Medeiros B ulletin  fo r reasons which 
need no t be s ta ted  here in detail, since th e  well-known sta tis tics  
of E . Laneuville do n o t differ appreciably, while th e  Sao P au lo  
In s titu te  arrives a t  m uch th e  sam e figures by an en tirely  different 
m ethod of com putation. S ta tistics com piled by Messrs. N ortz, 
and  those by  Messrs. D uuring  & Zoon, differ in  certa in  years 
from  th e  above and  also from  each o ther, b u t the re  is n o t m uch 
difference over any  tw o o r throe years. On th e  o th e r hand , 
a  very different set of figures is given by  th e  s ta tis tica l d e p a r t
m ent of th e  Sao Paulo  M inistry of A griculture, In d u s try  and 
Commerce, an d  those figures have usua lly  been given in  P re s i
dential messages and  public speeches. T he crop of 1923-24 
is given as only 14*9 J ^ l io n  bags as com pared w ith  th e  19*5 
milUon bags shown in the above tao le . The exp lanation , however, 
is obvious, as  th is  lower figure is th e  sam e as th e  to ta l  rece ip ts  a t  
th e  ports, and  th e  appearance of a n  in te rio r carry -over of 4*6 
m illion bags on Ju ly  1st, 1924,is com pletely ignored. The reduc
tion  of th is  c a rry o v e r  during  th e  crop year 1924-25 re su lts  in  a  
figure of 13*7 m illion bags for th a t  year, as com pared w ith  11*0 
m illion bags in  th e  above tab le. D uring th e  n ex t tw o years no 
account is y e t taken  of th e  increasing carry-over, and  therefore 
th e  figures are  too  low. W ith  th e  bum per crop of 1927-28, 
however, th e  in terior stocks became to o  g rea t to  be ignored, 
and  th e  official figure is 28*3 m illion bags as c o m p a re  w ith 
26*1 million bags; th is  higher figure w as p robab ly  arrived  a t  
by adding th e  in terior carry-over in  S&o P au lo  a t  th e  beginning 
of th e  crop year less th e  stocks of M inas coffee in  Sao Paulo  
reguladores a t  th e  end of th e  y e a r ;  a lte rna tive ly  i t  represents

an  es tim ate  of to ta l  p roduction , an d  n o t of expo rtab le  p ro d u c
tion , t.c. allow ance is m ade fo r consum ption  in  tho  in te rio r of 
B razil. L a te r  figures agree w ith  M edeiros, b u t from  1923—24 
to  1927-28 these  official figures m u st bo considered as absolu tely  
uTong an d  hopelessly m isleading, though  th ey  have n a tu ra lly  
ob ta ined  w idespread pub lic ity , e .j . in  th e  la s t B ritish  D .O .T ., 
R e p o rt on B razil.

T A B L E  I I .

W O R LD  STOCKS ON JU L Y  1st .

(M illion bags.)

Visible. Brazil
Interior. Total.

1920 ................................... 6-7 None 6-7
1921 ................................... 8-7 ,, 8-7
1922 ................................... 8-6 ,, 8-6
1923 ................................... 5-3 ,, 5-3
1924 ................................... 5-0 4-6 9-6
1925 ................................... 5-0 1-9 6-9
1926 ................................... 4-5 2-8 7-3
1927 ................................... 4-7 3-3 8-0
1928 ................................... 5-7 13-1 18-8
1929 ................................... 5-3 10-3 15-6
1930 ................................... 5-6 23-7 29-3
1931 ................................... 6-4 19-5*t 25-9t

* S ubject to  correction.
t  Tho s ta tis tic s  for 1931 do n o t include tlie  s to ck s held  by  

th e  Sao P au lo  G overnm ent u n d e r th e  R ealisa tion  L oan  schem e. 
O n J u ly  1st, 1930, 3 m illion  bags w ere a rb itra r ily  deducted  
from  th e  B raz ilian  In te r io r  s tock  figures on  th is  acco u n t, b u t 
the re  seem s som e d o u b t w h eth er qu ite  as  m u ch  a s  th is  w as 
ever bough t. A fu rth e r  2 -3  m illion  bags should , how ever, be 
ad d ed  to  th e  above figures in  o rder to  a rr iv e  a t  th e  tru e  to ta l.

N o t e s .— Visible Supply  s ta tis tic s  e re  b y  I^Iessrs. D uuring  & 
Zoon, a n d  include p o r t  s tocks in  E urope  an d  th e  U n ited  S ta tes, 
afloat from  B razil to*’E urope  an d  th e  U nited  S ta tes , an d  stocks 
in B razilian  po rts .

S ta tis tic s  of th e  In te r io r  S tocks in  B razil a re  those issued by 
th e  official In s titu te s  of Sao P au lo  an d  Rio.

T A B L E  H I .
W O R LD  PR O D U C T IO N , CO N SU M PTIO N  AND

STOCKS.

(M illion bags.)

Apparent^ Recorded
Production. Consump

tion.
Chango in 
Stocks—

Change in 
Stock^^

(Increase + , (Increase 4-,
decrease —). Decrease —).

1920-21 ....... 20-5 18-5 +  1-8 -1- 2-0
1921 22 ....... 19-8 19-7 -1 0-1 -  0-1
1922 23 ....... 15-9 19-2 -  3-3 -  3-5
1923 24 ....... 26-4 22-0 +  4-4 +  4-3
1924-25 ....... 17-8 20-5 -  2-7 -  2-7
1925-26 ....... 22-1 21-7 +  0-4 +  0-4
1926-27 ....... 21-7 21-3 -i- 0-4 4- 0-7
1927-28 ....... 34-1 23-5 -1-10-6 +10-8
1928 29 ....... 19-6 22-2 -  2-6 -  3-2
1929 30 ....... 37-3 23*5 +13-8 +13-7
1930-31 ....... 23-4 25-1 -  1-7 ~  0-9

N o t e s .— l^ o d u c tio n  as  in  T able I .
Consum ption should accurately  be te rm ed  absorp tion , since 

no inform ation  is available regarding roaste rs’ an d  o ther invisible 
stocks. Tho figures are  by  E . Lanouville, an d  aro used by all 
au thorities.

Changes in  R ecorded Stocks calculated  from  T able I I .  A 
fu rth e r 2*6 m illion bugs liave been added to  th e  figure for 1931 
in  T able I I  on accoun t of stocks hold by  th e  S3o Paulo 
G overnm ent u n d er tho  R ealisation  L oan scheme.
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TA BLE IV.

M ONTHLY AND Y EA R LY  AVERAGES O F SPOT PR IC E S FO R  SANTOS G RA D E 4 ON
T H E  N EW  Y O R K  5IA RK ET.

(Cents per pound.)

1
Year.

1

1 ••Ca3
3

1

4

*65
1

1

1
"CCi
<3

1

.u,a
a

• •
aa 1  s a

•u
.0
a
isa.

AU
0
s

#

8>0

\

u
§
g
a

1907 ........
1908 .... 8-27 8-44 8-54 8-59

7- 65
8- 61

7- 69
8- 78 8-54

7- 39
8- 71

8-00
8-31

8-03
8-12

8-05
8-16

7- 72
8- 03

7-85
7-56

1909........ 8-02 8-36 8-76 906 9-09 9-31 8-77 9-06 8-76 8-69 8-81 8-79 8-91
1910........ 9-16 9-19 9-31 8-97 9-31 9-34 9-21 9-61 10-09 11-41 111-84 12-74 13-86
1911........ ; 13-86 13-34 13-22 12-91 12-89 13-19 13-24 13-77 13-91 14-53 16-21 16-47 15-92
1912........ ! 15-43 15-45 15-70 16-20 15-92 16-11 15-80 16-08 15-61 16-22 16-73 16-47 16-04
1913........ ! 15-73 14-95 13-98 13-44 13-31 12-19 13-93 11-79 12-00 12-17 13-44 12-89 12-13
1914........ 12-05 12-06 11-63 11-66 11-69 12-29 11-90 11-94 12-61 11-50 10-11 10-00 10-03
1915........ 9-98 9-89 9-86 10-22 9-98 9-53 9-91 9-50 9-39 8-84 9-03 9-35 9-31
1916........ 9-31 9-84 10-19 10-44 10-74 10-70 10-20 10-67 10-89 11-53 11-03 10-75 10-48
1917........ 1110-89 10-58 9-95 10-44 10-64 10-50 10-50 1015 10-17 9-K 9-66 9-47 9-47
1918........ !110-61 10-55 10-91 11-15 10-88 10-88 10-83 11-43 11-47 12-70 14-40 15-25 22-25
1919........ 121-69 21-41 21-25 21-43 23-13 26-44 22-56 28-60 29-56 26-45 25-63 26-50 25-33
1920........ 25-75 24-75 24-30 24-13 24-19 23-53 24-44 19-91 15-83 13-84 12-00 10-98 9-94
1921........ 9-53 9-91 9-48 9-50 9-18 9-47 9-51 9-42 10-38 11-50 11-88 1213 12-19
1922........ 12-26 12-52 13-38 14-64 14-56 14-50 13-64 14-54 14-51 15-06 15-10 15-25 15-25
1923........ 15-53 15-94 15-56 14-94 14-70 14-59 15-21 13-58 13-88 14-31 14-75 15-13 15-22
1924........ 16-00 18-34 20-18 19-40 19-13 19-02 18-68 20-61 21-63 22-81 24-91 27-03 26-68
1925........ 28-25 27-56 26-35 24-47 22-66 24-78 25-68 23-75 25-34 23-97 23-09 23-56 22-75
1926........ 24-03 24-08 23-20 22-16 22-38 22-78 23-10 22-81 22-50 22-13 20-63 20-75 20-13
1927 ....... 19-58 18-44 18-13 17-94 17-15 16-91 18-02 16-88 16-98 17-75 20-66 22-13 21-66
1928........ 22-1 22-5 23-0 22-6 23-6 23-8 22-93 23-8 23-8 23-7 23-5 231 23-2
1929........ 24-0 ; 24-6 124-8 24-5 25-8 23-3 24-17 22-5 22-2 22-4 19-8 17-7 15-2
1930........ 14-7 ;14-4 14-2 14-1 15-8 13-2 14-1 13-1 tll-5 IT T 13-2 11-6 10-5
1931........ 9-7

1 A i f
1 9-4 8-0 8-2 8-7 1 8-4 8-7 9-0 ; 8-0 ! 7-8

1

7-6 7-8s

Y e a r ly  ATcrogc.

Calendar
Y ears.

7*84 
8-15
8- 84

11- 59
15- 14
16- 19
12- 40 
11-05
9- 24

10- 89 
9-81

14-58
27-01
13- 75
11- 25
14- 95 
14-48 
23-95 
23-41 
21-49
19- 34 
23-52
20-  0
12-  0

1907
1908
1909
1910
1911
1912
1913
1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930
1931

8- 34 ' 
8-80^

10- 40-1 
14-18 
16-00
13- 17
11- 46
9- 57 

10-55 
10-16
12- 71 
24-7ff . 
19:09 
10-38
14- 30 
14-84
21- 31 
24-5T
22- 30 
18-68
23- 2 
22-Q_
13- 0

1906- 07 I
1907- 08
1908- 09
1909- 10
1910- 11
1911- 12
1912- 13
1913- 14
1914- 15
1915- 16
1916- 17
1917- 18
1918- 19
1919- 20
1920- 21
1921- 22
1922- 23 
1925-24
1924- 25
1925- 26
1926- 27
1927- 28
1928- 29
1929- 30
1930- 31

8-19
8- 46
9- 02 

12-41 
15-47 
15-06 
12-15 
1047
9*72

10- 69
10- 32
18- 57 
25-73
11- 63 
1244
15- 08
16- 58 
24-81 
23-26
19- 76 
21-15 
23-84
17- 0 
10.4

1938- 
jgri.. •
1928
1329 ...
1 ^ -
1931..-.

• 9 *

TiBLE VuL ^

pArU).

 ̂f

XoTK.__S o u rce : New Y ork  Jo u rn a l of Commerce and  U.S. B ureau of Foreign and  Dom estic Commerce down to  September
1929 : since th a t  d a te  th e  Bgures have been calcu lated  approxim ately  from  Messrs. N ortz  & Company’s  circulars.

TA B LE V.
M IL R E IS  EX CH A N G E ON LONDON.

Averages of D aily  R a tes  as  given by  th e  B ulletins of th e  London an d  Cambridge Economic Ser\-ice.
(Pence per Milrois.)

1920. 1921. 1922. 1923, 1924. 1925. 192G. 1927. 1
•

1928.
1

1929. 1950

J a n u a r y  . . . 17-80 9-90 7-37 5-90 6-10 5-91 7-36 5-80 5-92 5-91 5-52
F e b ru a ry . . . 18-37 9-93 7-49 5-88 6-68 5-68 7-32 5-87 5-92 5-90
M arch  . . . . . . 17-57 9-56 7-72 5-79 6-42 5-56 7-16 5-87 5-93 5-86 5'72
A p ril ........
iMay ........
J u n o  ........

16-51 8-63 7-63 5-54 6-22 5-33 6-94 5-85 5-92 5-87 5*81
16-59 8-42 7-58 5-42 6-09 5-13 7-31 5-80 5-92 5-87 5*86
15-13 7-77 7-42 5-46 5-99 5-41 7-78 5-84 5-89 5-87 5*63

J u ly  .........
A u g u s t . . .

14-26 7-17 7-47 5-46 5-48 5-62 7-68 5-83 5-90 5-87 5-34
13-81 8-07 7-32 5-15 5-31 6-05 7-59 5-87 5-91 5-88 4-87

Soi>tcm ber 12-61 8-34 6-78 5-18 5-45 6-71 7-51 5-87 5-91 5-87 ! 4'98
O c to b e r  ... 12-29 8-52 6-18 506 6-02 7-44 6-92 5-91 5-92 5*86 1
N ovo inbor 13-58 7-88 6-47 4-84 6-00 7-28 6-40 5-89 5-91 5*80 ! 4*85
D ec em b er 10-61 7-60 6-32 5-18 5-91 11 7-051 5-87 1 5-911 5-89 5‘56 11 4-731

1031.

4-45
4-24
3-87
3-62
3-33
3-71
3-58
3-16
3-05*

BEM7-—

191445..........
iaH6.-------
191W7 - - ......
1317-1!.............  W-2
1918- 19.............
1919- 30.............
193W1.
isai-22..........
193-23........ 59-2
ISB-J!.............  9^1
1334-25........  9a-3
ia25-X......  366.1
1^27.......... 1X4T5

.........  101>2

1931-2 eBiasud ij®

*•1
♦ ^

 ̂ S0TJS.-1. 
P̂ wtoaa

tW ore bett ndHed

Average to  Septem ber 1 9 th ; G roat B rita in  then  abandoned th e  Gold Standord.

MONTHLY
TA BLE V I.

AVER.AGES O F T H E  O FFIC IA L D A ILY  QUOTATION O F T H E  G RA D E 4 OPTION ON T H E  SANTOS
TER M IN A L M ARKET. 

(Per 10 Kilos.)

1920. 192G.

Ja n u a ry  ... 
February
M a rc h .......
April ......
May ......
Juno  ......
Ju ly  .......
A ugust ... 
Septem ber 
October .. 
November 
Dccombcr

42$500 
41$250 
41 $000 
38$750 
37 $750 
37$500 
37 $250 
32$250 
30 $000 
27 $000 
26$850 
278150

278750
27 $500 
27$000 
26S500 
26 $000 
258100 
24$450 
248650 
24 $500 
24 $400 
268750
28 $550

1037.

278700 
26$250 
25$900 
258900 
248700 
238850 
23 $850 
248250 
258350 
28$500 
318000 
31$000

1998. 1920.

32 $000 33 $500
33$000 53$500
53 $000 35$500
33 $000 33$500
33 $250 33$500
33 $500 33$500
33 $500 33 $500
33$500 33$500
35 $500 33 $500
33$500 33$500
33 $500 N o m in a l
33 $500 20$750

1930. 1931.

21 $000 
21$100 
21$000 
21 $000 
18S000 
18$500 
178500 
17$500 
208000 
198600 
16$600 
15S500

16$250 
16SOOO 
18$000 
18$000 
17 $500 
16S500 
16S000 
158300 
158600 
15S400 
15 $400 
15S563

n  ■  «

J
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1907
1903
1909
1910 
19U
1912
1913
1914
1915
1916
1917
1918
1919
1920
1921
1922 
1925
1924
1925
1926
1927
1928
1929
1930
1931

14-18; i9i(Lii
^  ’ m

i 1913-14
9̂ 7 1914-151

1W6 19̂ 17
12- J l 1917-18 
2 4 jtll9 1 H 9  m  1919-20 
1^38 1920-21 
14-30 1921-22 
14-84 1922-25 
21-a 1923-24, 
24-5T 192^5! 
2-30 1S25-26 
18-68 1926-27 
23-2 !m -2 8  
2 2 1 ; 1928-29
13- 0 1929-30 

1930-31

ic Commerce down to Septembs 
mpany's circuiArs.

Economic Serrice.

m. 19M. j IML
5-52 ' 445 
5-55 ! 4-«

Standard.

TA B LE V II.

T H E  N EW  Y O R K  M .\R K E T .

.̂ 1
r

Manitolea Excolso. 
(ccnta per lb.)

SsQtos 4 
(ceutfi per lb.)

Ju lv  1st. 1924.
1925.
1926.
1927.
1928.
1929.
1930.
1931.

26.00
27*50
29*50
24-25
27*50
23-50
16-50
16-30

20-60
23-75
22*80
16-90
23-80
22-50
13*10
9-00

N.»te.—T his tab le  is included in order to  show th e  general 
m agnitude of th e  changes in  th e  prem ium  ob ta inab le  for Jlilct
over B razilian coffees,

T A B L E  V III.
NUM BER O F T R E E S , PRO D U CTIO N  A N D  A V ER A G E 

Y IE L D  P E R  1000 T R E E S  IN  T H E  STA TE O F SAO
PAULO.

Number of Trees 
in Bearing. 
(MiUioDS.)

1906-4)7..................... ! 696-7

1914-15 ..................... 755-4
1915-16 ..................... 1 755-4
1916-17 ..................... ' 791*3
1917 18 ..................... , 834-2
1918-19 ..................... 828-4
1919-20 ..................... 1 826*6
1920-21 .................... 843-6
1921 22 ..................... 871-9
1922 23 ..................... 899-2
1923-24 ..................... 949-1
1924-25 ..................... 951*3
1925-26 .................... 1 966-1
1926-27 ..................... 1.947-5
1927 28 ..................... 1.123-2
1928-29 ..................... 1.152-5
1929-30 ..................... 1 1.188-1
1930-31 .....................
1931-32 estim ated i 1,300

pTodactioD. 
(MiJiioti 
bags.)

Arcrage Yield 
per 1000 Trees. 

(Arrobas> i.r, 
15 kilos.)

88

50

XOTEs.— 1. This tab le  is taken  from  publications of th e  Sao 
Paulo  D epartm ent of A griculture dow n to  th e  y ea r 1923-24. 
Since th a t  y ea r th e  official s ta tis tic s  of p roduction  in  Suo Paulo  
are undoubtedly wrong, for th e  reasons given in  th e  no tes to  
Table I  above. The s ta tis tics  given by  th e  M edeiros B ulletin  
have therefore been substitu ted , and  th e  average yield  recal- 
eniatod accordingly.

2. T h e  Btatistics of th e  num ber of tre,os
ob ta ined  from  re tu rn s  com pulsorily  J
each m unicipalitv  fo r tho  purpose of m unicipal tax a tio n .
G bviouslv tho  p lan te rs  w ould  te n d  to  undcr-estunato  th
num ber of th e ir  trees, know ing th a t  tho  W ̂ n p o s ^ S o
fo r ta x a tio n  purposes, an d  i t  is. of course, 
fo r th e  m unicipal in specto rs to  m ake any th ing  
roughest cliock. ^^^ith tho  ailvont of th e
ever th e  p lan te rs  had  to  send estim ates of th o ir  crops to  th e  
In s titu te  m  order th a t  th ey  m i^ i t  be a llo tte d  tho ir proper sha e 
of railw ay  wagons, and  since m ore w agons a  p lan te r  could 
get. th e  i r l i o r  ho could despatch  h>s crop to  th e  r e g u l ^  
an d  therefore th e  earlie r i t  w ould he releiwed, th e  p lan te rs  o^ 
es tim ated  th o ir  crops as m uch as th ey  dared . ^
fo r th em , th e  In s ti tu te  w ent to  tho  tro u b le  
estim ates by  tho  num ber of tree s  w hich each p la n te r  had  
re tu rn ed  to  th e  m unicipal au tho rities , a n d  ^hon com pai^^  th e  
resu lting  ra te s  of yield  w ith  th e  estim ates of th e ir  own officia s 
Ts to  fife expected  yield  in  th e  .various d is tn e ts . In  generaU 
th e  ca lcu la ted  y ie lds were fa r  h igher th a n  th e  
estim ates, fan ta s tica lly  so in  m an y  cases. Since 
a s  th e  In s titu te  em ployed, can es tim ate  cu rren t y ‘®^ds w ith in  a 
com paratively  sm all m arg in  of e rro r, th e  p lan te r  found  him self 
in  an  aw kw ard position . H e could ra re ly  m ake o u t a  ten ab le  
case th a t  th e  y ie ld  of h is  tree s  w as as  high as  th e  dg^^® 
la te d  from  his crop  es tim a te  d iv ided b y  th e  
w hich he h ad  re tu rn ed  to  th e  m unic ipality , an d  so he could 
on ly  say  h is  e s tim a te  w as w rong an d  accep t n revision. I5ut 
in m aking  his m unicipal re tu rn s  th e  n e x t y ea r he to o k  care  to  
show a t  le a s t th e  correct num ber of h is t r e e s : ” ian y  of them  
w ould doub tless h av e  liked  to  show m ore th a n  th e  correct 
num ber, b u t  th e  increase, w hen th e  tru e  figure w as show n, was 
such th a t  to  m ake i t  s ti ll  h igher w-ould have been to  court 
investiga tion . In  1927 a  p a r tia l  census w as m ade m  Sao P au lo  
an d  by  th is  an d  various checkings of ind iv idual p lan ta tio n s  
th e re  seem s l i t t le  d o u b t th a t  th e  In s titu te  lias effected a  g rea t 
im provem ent in  th e  accuracy of th e  s ta tis tics , an d  th e  figuies 
for earlie r years  have been ad ju s ted  in  th e  lig h t of th is  im pro \ ed 
knowledge*. B u t of course th e re  s till  rem ains a  large m argin  
of erro r : accuracy  could on ly  be ob ta ined  by  a  tho rough  census, 
preceded b y  a  d e ta iled  lan d  survey  such a s  h as  never y e t been 
undertaken . The general opinion of carefu l an d  cau tious m en 
in B razil is th a t  th e  m axim um  m arg in  of e rro r in  these s ta tis tic s  
is 10 per cen t., a t  an y  ra te  fo r th e  period since 1926, an d  tho  
p robab le  e rro r  m igh t be p u t  a t  5 per cen t. These m argm s m ay  
seem large, b u t i t  m u s t be realised  th a t  th e y  app ly  to  th e  
whole range of figures an d  n o t to  an y  one p a rtic u la r  y e a r :  
hence th e  so rt of conclusions which have been ^ raw n  f ^ m  
these figures in  th is  M em orandum  w-ill n o t be ^ e a t l y  d i s tu r b ^  
if such degrees of e rro r a re  ad m itted . In  p a rticu la r, i t  m ay  be 
observed th a t  th e  ca lcu la tions as to  new  p lan ting  in  th e  period 
1920-26, of w hich th e  re su lts  aro  given on p . 32, res t 
increase in  th e  num ber of tree s  in  bearing  from  1926 to  I9rfl, 
a s  show n in  th e  above tab le , an d  in  th is  period t h e ^  figures 
m ay  be considered m ore reliable th a n  those fo r earlier years. 
I f  any th ing , th e  e rro r is now on th e  high side, w -here^ m  the 
earlie r period i t  w as on  th e  low  side, and  therefo re  th e  coni- 
p u ta tio n s  of now p lan ting  m ay  p erh ap s show an  even gr®®^er 
am o u n t th a n  ac tu a lly  to o k  place. The tree s  p lan ted  from  1927 
onw ards aro  n o t, of course, reflected in  th e  1300 m illion  trees 
in  bearing  a t  th e  p resen t tim e  : th e  ra te  of p lan ting  from  I J - i  
onw ards s till  rem ains pu re ly  a  m a tte r  of es tim ate  an d  guess-
work.
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TABLE IX.

COSTS OF PRODUCTION IN SAO PAULO.

Statistics of the costs of production of three representative fazendas in Sao Paulo, as compiled by Dr. J. C. Muniz 
are here reproduced in full. These are the statistics to which reference is made in Section H B and elsewhere'

OLD ZONE. F a zex d a  “ A .”

410,000 coffeo trees. Annual average yield per 1000 trees: 
37 arrobas. Ago of the p lantations: 30, 40 and 60 years. Cost 
of production of 37 arr<^a3 of hulled coffee.

First part—Labocb.

F o u rth  p a rt— Ca pit a i. I n v e s t e d .
Capital invested in the property, including lands, coffee- 

plantations, mawhinery and improvements, figured at 4$000 
per tree :
(а) Interest on the capital invested (10% p.a.) ........ 400SOOO
(б) Interest on the capital invested in the upkeeping

of the estate (12% in 16 months) up to the date
of sale of the coffeo in Santos .............................  141 $ 8 ^

(а) Treatment of the trees ...............................................
(б) Picking (3$000 per arroba) ......................................
(c) Transportation to  the drying ground ($180 per

arroba) ..........................................................................
(d) Drying ($360 per arroba) ...........................................
(e) Hulling ($200 per arroba) ...........................................
(/)  Labourers (6 men for the first 100,000 trees and 3

for each exceeding group of 100,000 trees. 20
working days in a month at 6$000 a d a y ) ........

Pruning (52 r6is per tree) ...........................................
“ Repasso ” (a second picking to prevent the 

spreading of the pest— at $160 per tree) ........

30OS00O
lllSOOO

6 $660 
138320 
7S400

Total cost of production of 37 arrobaa of coffee, inelud-
ingiruercsl.................................................................... 1,582 $419

l o t a l  cost o f p ro d u c tio n  of 1 a rro b a  o f coffee, includ
ing infereet...... ...................  .......................................  42S76S

Total cost of production of 10 kilos of coffee, including
interest ......................................................................... 28S510

(?)
{h)

65 $520 
52 $000 INTERM EDIARY ZONE. F azenda  “  B .”

160$000

1'' 1
u

; B (a)
(6)
(«)

715$900

270,000 coffee trees. Annual average yield per 1000 trees : 
55 arrobas. Age of the plantations : 30 and 40 years. Cost o f  
production of 55 arrobas of hulled coffee per 1000 trees.

F irs t  p a r t— La bou b .

Second part—Material.
24 $309 
158000

(а) Treatment of the trees ..............................................
(б) Picking (1 $920 per arroba) ......................................
(c) Transportation to the drj’ing ground ($160 per

arroba) .........................................................................

soosooa
105$600

the cost of manure) 62 $500
(d) Cost of drying ($320 per arroba)
(e) Cost of hulling ($400 per arroba)

8S80O 
17$600 
228000

101$809
(/) Labourers (5 men for the first 100,000 trees and 3 

for each succeeding group of 100,000 trees) ... 
(<l) Cost of pruning ($050 per tr e e ) .................................

68$640 
50S00O

772$640

Third part— Ot h e r  Co sts . Second p a r t— Ma t e r ia l .

(? )
(A)

Administration (wage of the “ administrador ” and
his a.s3istant .................................................................

Transportation to the railway station ($300 per
arroba) ..........................................................................

Gold tax  (4$600 per bag) ...........................................
Municipal tax (2S000 per 1000 trees)
Freight to  Santos ($600 per arroba)..
Commission for the “ commissario ” (3% on 

40$000)

40 $975

11$100 
428550 
2$000 

22 $200

(а) Bags for picking and for bagging hulled coffee ...
(б) Tools, etc...........................................................................
(c) Cost of manuring ($400 per tree every four years,

including the cost of manure) .............................

36S135-
12$000

lOOSOOQ

148S155

Cartage and cost of bagging ($600 per arroba)
inatHiReserves for replanting t)ie coffee plantations ($500 

per young troo and 3% for annual replanting or 
the tota l renewal of the plantation in 33-3 years)

44$400 
29 $600

Third part— Oth e r  Co sts.

Depreciation of machinery and improvomonts (3%
id

15S000

on the value of machinery and improvements 
figured at the rote of $500 per troo) 15S000

2228825

Cost of production of 37 arrobas of coffee, without
interest ..........................................................................1,040 $534

Cost of production of 1 arroba of coffee, without
interest .......................................................................... 28S122

Cost of production of 10 kilos of ooffeo, without interest 18S740 
Upkeoping of the estate ($380 per tree)...........................  886S784

(а) Administration (10,200$000 per annum )................
(б) Transportation to the station ($200 per arroba)
(c) Gold tax (4$600 per bag) ..........................................
(d) Mimicipal tax (2$000 per 1000 trees) ....................
(e) Freight to  Santos (I0$000 per bag) .........................
(h  Commission for the “ commissario’’ (3% on

40S000) ........................................................................
Cartage and cost of bagging ($800 per arroba) ... 
Reserves for replanting the coffee plantations 

($500 per young tree and 3% for annual re* 
planting or the total renewal of the plantation
in 33-3 years) ...........................................................

(») Depreciation on machinery and improvements 
(3% on the value of the machinery and improve
ments figured at the rate of 500 per tree) ........

37$000 
11 $000 
65$250 
2$000 

1378500

668000
44SOOO

15SOOO

15SOOO

390$750
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wob&s of coffee, indad.

WToba of coffee,

' kilos of coffee, iWwiiiig
......................  28J510

Z0N*E. Fazexdi “B.”

Dual average ^Id per 1000 trees: 
;ations: 3i) a^ 40 years. Cost of 
lulled coffee per 1000 trees.

rt—LiBorE.
......................  500S00O

j" ............................ 105$60O
ying ground [SIM per

s - : : ; ; : ; ; : ; : ; : : :  . m
irroba)................. ..arst 100.000 trees and 3
ip of 100,000 trees) ...
tree)........................ ........... .

772 $6«

egging bdleJ M ^ ;;; Uitoo 

iriS'eri^r'"”' l O O S d )

............................ 1 S 5

_O tbeb Costs-

tOOpe.'l̂ iJ'rarwW
JISOCO
USOCO

dioiil*' ...........  2S000

0 F' &■ ” |3!i ttgSJconJBUSsa" ......  ..

S s r g j^
. . .

ite 1

i-c

Cost of production of 65 arrobaa of coffee, wthout
interest ........................................ ;••••'•'........... • ..... 1 »ol 1 S6SJ5

Cost of production of 1 arrobn of coffee, wttfiout
ifkt^rtst  ................... ................................................  55oSo4d

Cost of production of 10 kilos of coffee, icithout
irittTtSt ......................................... ............... • 15$8y0

Upkeeping of the estate (S985 per tr e e ) .........................  9858775

Fourth part—Ca p it a l  I n v e s t e d .

Capital invested on the estate, including lands, coffee planta
tions, machinery and improvements, figured at the rate of 58000

(а) Intorest on the capital invested (10%) .............  500SOO0
(б) Interest on the money invested in the upkeeping

D.a. on 16 months, up to the date of sale 
of the coffee in Santos) ...........................................  157S724

Cost of production of S5 arrobas of coffee, including
interest .................................................................. . • • • • 1»969S249

Cost of production of I arroba of coffee, tncludtvg
inUrcst .......................................................................... 35 $804

Cost of production of 10 kilos of coffee, tneludu^g
interest .......................................................................... 23 $860

NEW  ZONE. F azenda C.”
470,000 coffee trees. Annual average yield per 1000 trees : 

70 arrobas. Age of the p lantations: 4, IS and 20 years. Cost 
o f production of 70 srrobas of hulled coffee.

First part— L.\bour.
(а) Treatment of the trees ........................................... . 55OS0OO
(б) Cost of picking (2S560 per arroba) .........................  179S200
(c) Transportation to  the drying ground ($240 per

arroba) .......................................................................... 16S800
(d) Cost of drying ($115 per arroba) .............................. 8S050
<e) Cost of hulling ($133 per arroba) .............................. 9S510
(/) Labourers (S men for the first 100,000 trees and 3

for each esceeding group of 100,000 trees)........ 61 $648
(g) Cost of pruning ............................................................  50 $000

875$008

Second part— Material.
(а) Bags for picking and for bagging hulled coffee ... 45$990
(б) Tools, limestone, wire, etc............................................. 17$710
(c) Cost of manuring ($300 per tree each four years,

including the cost of manure) .............................. 75$000

158$700

Third part— Other Costs*
(а) Administration (including wages for the ad*

ministrador ** book*keeper, fiscals and bonus for
the adm inistration).................................................... 66$400

(б) Transportation to the railway station ($200 per
arroba) .......................................................................... 14$000

(c) Gold tax (4S600 per bag) ........................................... 80$500
(d) Freight to  Santos (2$400 per arroba) ..................... 1688000
(e) Commission for the commissario ” (3% on

4 0 $ 0 0 0 )....................................................    84S000
CO Cartage and cost of bagging ($600 per arroba) ... 56$000
<g) Municipal tax (2$000 per 1,000 trees) ..................... 2$000
(A) Reserves for replanting ($500 per young tree and 

2% for annual replanting or the tota l renewal
of the plantation in 50 years).................................  10 $000

(i) Depreciation of machinery and improvements (3% 
on the value of machinery and improvements 
figured at the rate of $500 per tree) ................ 15$000

4958900

Cost of production of 70 arrobas of coffee, vnthout
inUresi .........................................................................  1,509 $608

Cost of production of 1 arroba of coffee, unthout
interest .........................................................................  21 $585

Cost of production of 10 kilos of coffee, without interest 148370 
Upkeeping of the estate (I$107 per tree) .....................1,107$048

Fourth part— Capital Invested ,

Capital invested in the estate including lands, coffee planta
tions, machinery and improvements, figured at 6$000 per tree :
(а) Interest on the capital invested (10%) ............ 6008000
(б) Interest on tho m oney invested in the upkeoping

of the farm (12% p.a. during 16 m onths, up to
tho date of tho sale of coffee in Santos) ............  177$127

Total cost of production of 70 arrobas of coffoo, include
ing in terest................................................................ . 2,2868735

Total cost of production of 1 arroba of coffoe, including
interest...............................................................................  32S667

Cost of production of 10 kilos of coffee, including
interest...............................................................................  21 $770

TABLE X .

D ISTR IBU TIO N  OF PLANTATIONS IN  SAO PAULO
ACCORDING TO SIZE IN  1927.

(Statistics published by the Institute.)

Number of 
Estates.

Total 
Number 
of Trees 

(millions).

Estates w ith—
1 m illion trees and over ................. 21 34-0
900,000 up to  1 m illion trees ........ 12 11-4
800,000 up to  900,000 trees ........ 7 5-9
700,000 up to  800,000 trees ........ 16 12-0
600,000 up to  700,000 trees ........ 27 17-5
500,000 up to  600,000 trees ........ 37 20-3
400,000 up to  500,000 trees ........ 73 32-8
300,000 up to  400,000 trees ........ 160 56-0
200,000 up to  300,000 trees ........ 451 112-7
100,000 up to 200,000 trees ........ 1.615 242-2
50,000 up to 100,000 trees ........ 2,390 179-2
20,000 up to  50,000 trees ........ 5,659 198-0
10,000 up to  20,000 trees ........ 7,489 112-3
5,000 up to  10,000 trees ........ 8,189 61-4

Under 5,000 tr e e s .............................. 13,751 34-4

T o ta l............................................ 39,897 1,130-5

TABLE X I.

PRODUCTION OF STATES OTHER TH AN SAO
PAULO.

(Million hags.)

1920- 21 ...................................................................  4-3
1921- 22 ................................................................... 4-7
1922- 23 ................................................................... 3-2
1923- 24 ...................................................................  4-6

1925- 26 ...................................................................  5-0
1926- 27 ...................................................................  4*8
1927- 28 ...................................................................  8-8

1929- 30 ...................................................................  9-6
1930- 31 ............    6-3
1931- 32 ...................................................................  7-5

N ote.— N o adequate information 
number of trees in those States.

is available as to  the
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TABLE XIX.

ANNUAL EXPORTS OF COFFEE FROM BRAZIL. 
AVERAGE PRICES, A N D  EXCHANGE RATE.

(Statistics of Federal Ministry of Finance.)

Coffee
Exports.

1920
1921
1922 
1925
1924
1925
1926
1927
1928
1929
1930

Million
bags.

Price 
per Bag.

Exchange
on

I/ondon.
Price 

per Bog.

^lilreis. Pence.
•

£ s.

75 14S} 4 11
82 81-3 2 16

119 7A 3 0
147 5} 3 5
206 5S1 5 1
215 6A 5 10
172 7rfV 5 1
170 551 4 34
205 5J 5 0
192 515 4 14

1

Spot
Santos,

New
York.®

•  This column has been added from Table IV  above.

TABLE X III.

BRAZIL’S FOREIGN TR.ADE. 

(Converted into £ million.)

Exports 0/ Total Total Surplus of
Coffee. Exports. Imports. Exports

1920 ....
1i 52-8 j 107-5 125-0 -  17-5

1921 .... 34-7 58-6 eo-5 -  1-9
1922 .... 44-2 68-6 48-6 20-0
1923 ... 47-1 73-2 50-5 22-7
1924 ... 71-8 951 68-3 26-8
1925 ... 74-0 102-9 84-4 18-4
1926 ... 69-6 94-2 80-0 : 14-4
1927 ... 62-7 88-7 79-6 i 9-11928 ... 69-7 97-4 90-7 6-7
1929 ... 67-3 1  94-8 86-6 8-2
1930 ... 41-2 65-7 1 53-6

I
12*1

1

See also Table on p. 62.
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IREIÔ - 

into £

'Spoils.

lOH 
58-5 
68-6 
73-2 
951 
ice-9

'TR.VDe.
'00,1

®̂Poni i ^̂ laio( 
«T«U

able on p. 6i

>S

J-

A -̂ 1

\ ■

• * A
p Pi

LIST SPECIAL MEMORANDA PUBLISHED
BY THE

LONDON AND CAMBRIDGE ECONOMIC SERVICE

No. I. 
No. 2.

No. 3*

No. 4.
No. 5.

No. 6. 
No. 7.

No. 8. 
No. 9. 
No. 10. 
No. II. 
No. 12. 
No. 13. 
No. 14.

No. 15.

No. 16. 
No. 17A

No. 18. 
No, 19. 
No. 20. 
No. 21.

No. 22.

No. 25. 

No. 26.

No. 27.

No. 32. 

No. 33. 

No. 34.

Price : Five shillings each.

Stocks of Staple Commodities, by J. M. Keynes, assisted by R. B. Lewis. April, 19^. 
Recent Tariff Changes and their Probable Influence on B ritish T rade, by T. E.

Shipping Shipbuilding, by D. H. Robertson, assisted by Miss D. C. Morison. July,

Hartcst R esults and P rospects, by R. B. Forrester. December, 1923.
Relative Changes in Price and Other Index-Numbers, by A. L. Bowley. February,

1924. {Oui of Prini.*)
Stocks of Staple Commodities, by J. M. Keynes. June, 1924.  ̂ o -,li.
Seasonal Variations in F inance, Prices and Industry, by A. L. Bowley and K. C. Smith. 

July, 1924. (Out of Pfini.*)
The Physical Volume of P roduction, by J. W. F, Rowe. October, 1924.
Harvest Results and Prospects, by R. B. Forrester. December, 1924.
Coal E xports, Prices and P rospects, by A. J. Sargent. December, 1924.
The German Iron and Steel Industry, by Walter Greiling. Jm e, 1925.
Stocks of Staple Commodities, by J. M. Keynes and J. W. F. Rowe. July, 1925.
The Belgian Iron and Steel Industry, by A. Delmer. October, 1925.
The B ritish Cotton Industry : Survey and Prospects, by G. W. Darnels. October, 1925.

(Out of Print,*) _ . » u  xt
The Present Position and P rospects in the Wool Textile Industry, by Arnold N.

Shimmin. November, 1925. ,  ̂ -r, t> t- t. /:
Stocks of Staple Commodities, by J. M. Keynes and J. W. F. Rowe. February, 1920.
Numbers Occupied in the Industries of England and Waxes, 1911 and 1921, by A. L. 

Bowley. [Out of Print.*)
The B ritish Motor Industry, by G. C. Allen. June, 1926.
International Comparison of P rice Changes, by A. L. Bowley. July. 1920.
The French I ron and Steel Industry, by R. Jordan. July, 1926. . y-
Tabular Guide to the Foreign T rade Statistics of 21 P rincipal Countries, by F. Brown.

December, 1926. .
Stocks of Staple Commodities, by J. M. Keynes and J. W. F. Rowe. March, 1927*

of Print.*)
The Economic Position of Great B ritain, by A. C. Pigou. July, 1927.
Comparative Price Index Numbers for E leven P rincipal Countries, by A. L. Bowley 

and K. C. Smith. July, 1927.
E conomic Conditions in the U.S.S.R. after the World War and Revolution, by the 

Institute of Conjuncture, Moscow. March, 1928.
Output, E mployment and Wages in Industry in the U.K. 1924, by G. L. Schwartz. May, 

1928.
On the Standard Charges for Carrying Goods by  Rail— Paper by E. C. Rhodes. 

October, 1928.
The Railway Industry of Great B ritain, 1927, by W, V. Wood and C. E. R. Sherrington. 

December, 1928.
A New Index-Number of Wages, by A. L. Bowley. January, 1929.
Stocks of Staple Commodities, by J. M. Keynes and J. W. F. Rowe. August, 1929,
T he Timber T rade in U.K., by E. C. Rhodes. October, 1929.
Studies in the Artificial Control of Raw Material Supplies. No. i . Sugar, by J. W. F. 

Rowe. September, 1930.
Stocks of Staple Commodities, by J. M. Keynes, J. W. F. Rowe and G. L. Schwartz. 

September, 1930.
A New  Index of P rices of Securities, by A. L. Bowley, G. L. Schwartz and K. C. Smith. 

January, 1931.
Studies in the A rtificial Control of R aw Material Supplies. No. 2. Rubber, by 

J. W. F. Rowe. March, 1931.

J * Photostat coDies of Numbers out of orint can be obtained.
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Sir W. H. Beveridge, K.C.B. {CAatrman) - - 

Professor A. L. Bowley, Sc.D., F.B.A. -  • -
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0 0
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-

0 0
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