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There is a complicated relationship between prices that farmers 
receive and international prices for coffee
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Notes: 1. Is the price calculated based on the market share of exports of each group of coffee weighted in accordance with ICO. Other milds includes Arabica production from: Bolivia, Burundi, 
Costa Rica, Cuba, Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras, India, Jamaica, Malawi, Mexico, Nepal, Nicaragua, Panama, Papua New Guinea, Peru, Rwanda, 
Venezuela, Zambia and Zimbabwe. 2. Average price paid to the grower at farmgate level, or the minimum price guaranteed by the Government to the grower, by form and weight reported in the 
national currency in which the coffee is purchased and converted into US cents/lb). This is commonly coffee in parchment, not green.
Source: ICO, 2018

International prices determined in New York and 
London stock exchanges 

Export prices at each producing country  

1

Farm-gate prices received by farmers
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International prices (+ quality mark-ups) are a reference point 
for export prices for producer countries

Export prices are defined partly by the international prices 
and partly by local market conditions, including farm-gate 
prices and costs along the value chain (from green bean 
coffee to parchment) 

Farm-gate prices are determined by export prices and power 
dynamics and efficiencies along the value chain (i.e., what 
share of the export price are farmers able to receive) 



The price that farmers receive also depends on local market 
conditions and the structure of the value chain
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Share of farmer-gate price and supply chain costs 
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Arabica Robusta

Vietnam’s efficiency is driven by 
competition between national and 

international exporters 

Countries with limited govt. intervention 
(except for some like Costa Rica), 

competitive markets, and farmer organization 
tend to rank higher in efficiency

Farmers sell coffee at different stages of processing, 
some sell in cherry others in parchment. The farm-gate 

prices are the average prices paid at the farm-gate level, 
or the minimum guaranteed by the government, 

depending on the stage of processing and amount sold 
in national currency converted to US cents/lb



International coffee prices are volatile, making it hard for supply 
chain actors to predict prices and creating the need to hedge risk
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Arabica prices have fallen on average 9.7% CAGR, from 2011 to 2017 for green bean FOB negotiations; while
retail prices in large consuming countries like USA have only fallen 2.5% CAGR for the same period

Source: ICO, 2018 and Coffee Network 

International reference prices and export prices 
USD cents per lb, 2016-2018
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Our approach
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• To understand this question we analyzed existing price risk management (PRM)
models used in coffee and cocoa value chains across the world
• We mapped what PRM models have been used in the cocoa and value chains in

the main producer countries around the world
• We studied 11 coffee and cocoa value chains to identify what PRM models
• Based on the findings, we developed a typology of PRM models and provide

examples of the different models. We also identify key success factors and
market conditions that facilitate the successful implementation of these
models

• This will help us identify what models would work best under the specific
conditions



For each PRMM we provide a description, examples, key success 
factors, and requirements for successful implementation
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Do Farmers produce high quality coffee ?

Six potential characteristics of the value chain and country context 
that help us identify what PRMM might be relevant

Do Farmers and/or coops have access to finance and 
resources?

Do Farmers belong to a tight value chain ?

Are farmers aggregated in well managed cooperatives? 

Is the value chain vertically integrated?

Is high intervention from institutions in the sector &  is it 
effective? 

DESCRIPTION 

We asked five questions 
• How does it manage price risk? 
• How does it work?
• Key actors / who leads it? 
• What is the potential impact on SHFs? 
• How feasible is it to implement? 

EXAMPLES

We sourced examples from: 
• Landscape of PRMM used in the coffee and cocoa 

value chains across the world 
• Mapping of 11 coffee and cocoa value chains

WHAT ARE THE KEY REQUIREMENTS?

Legend
Key requirement for the implementation of the PRMM

Not relevant for the implementation of the PRMM

Enabler / key success factor for the PRMM



Case Study 1: In Rwanda, an SMS-based inventory management 
system allows exporters to implement hedging strategies for coops
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What is the track record?

What are the success factors?

How replicable is it?

• Wide-spread penetration and use of mobile services enabled TNS 
to reach a wide base of users with the system 

• The system utilizes existing, readily available, and easy-to-use 
technology (i.e. SMS), enabling speedy adoption, rapid expansion, 
and reduced user error

• Tight value chains increased exporters’ willingness to support 
cooperatives in implementing hedging strategies once all relevant 
data became available 

Sources: WorldBank, Technoserve

• At the end of 2012, the SMS bookkeeping was implemented at 
more than 50 Rwandese cooperatives. In 2013, it expanded to 
Tanzania and Ethiopia 

• Between 2010 and 2012 approximately 1,000 MT of coffee from 
cooperatives affiliated with the program had been hedged on the 
New York futures market

• The system allows exporters to hedge the coffee they bought 
from a specific cooperative, and guarantee a predetermined price 
to the cooperatives 

• The system is not expensive and only requires mutual commitment 
between cooperatives and exporters, without significant 
involvement from external actors  

How does the mechanism work?

PRM mechanism: Market information
1

Coops

Exporters

Mills

Cash flowInformation

A cloud-based system collates data from wet mills, 
developed by Technoserve allows exporters holistic 
visibility of their portfolio

Exporter uses accurate production data from 
coops to lock in the agreed price on the futures 
market

SHF affiliated to coops receive a guarantee 
price from exporters

Wet mill station accountants send daily SMS 
messages with production data



Case Study 2: In Colombia, the De Los Andes cooperative offers its 
farmers access to “price insurance” against price drops
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How does the mechanism work?

What is the track record?

What are the success factors?

How replicable is it?

• De Los Andes Cooperative has been using PRM mechanisms for 
the past 10 years. The existing mechanism has been in place 
since 2004 

• Today, more than 50% of their associated farmers use the PRM 
mechanisms offered by De Los Andes. In 2018, of 44 million kgs 
of coffee bought, 24 million kgs used PRMs

• In 2018, De Los Andes farmers got an average price per coffee 
sack of COP 860,000 ($278) compared the average market price 
of COP 740,000 ($240) per sack

• De Los Andes is a strong cooperative, with strong leadership and 
commitment to supporting farmers 

• De Los Andes has sufficient financial resources, which allows 
them to invest in PRMMs and offer subsidized services to some of 
their farmers 

• De Los Andes received significant support from INTL FCStone
with training and implementation

• Colombia has a relatively well developed financial sector

• With the right partners in country – a strong and committed 
cooperative – this could be replicated

• Would require financial support to take the course, support 
implementation, and invest in the PRM mechanisms

PRM approach: Reallocate risk across actors
3

Sources: Oikocredit, Coffeelands, SAFE, stakeholder interviews  

SHF

Stock 
markets

Cash flowInformation

De los Andes Cooperative covers its price 
risk by investing in futures and options in 
the NYSE

Smallholder Farmers buy low-cost 
insurance from Los Andes which covers 
the loss if price falls below a certain 
threshold 

INTL FCStone Provides training to Andes 
coop on how to mitigate price risk using 
futures and derivatives 



What is the track record?

What are the success factors?

How replicable is it?

Case Study 3: In Latin America, Sustainable Harvest (SH) helps cooperatives 
hedge price risk by combining forward contracts and options 
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How does the mechanism work? • Through the program, between 40-50% of all SH harvest 
contracts with a timespan longer than 3 months are now traded 
with the variable sales mechanism

• The Call options act as an insurance for cooperatives 
• Improved monitoring, trading, and risk management provides 

more and cheaper finance as lenders understand better how 
this system functions and the assurances it provides

• Can be implemented by other importers who wish to secure 
their supply, and work with cooperatives that understand their 
economics

• Similar models have been developed by other importers 

Note: Sustainable Harvest is a specialty-grade green coffee importer who pioneered the Relationship Coffee model, aimed at creating direct trade relationships between buyers and producer
Sources: World bank, Sustainable Harvest 

PRM approach: Reallocate risk across actors
3

• Strong and well managed cooperatives that have a deep 
understanding of the farmer economics and their and the coops 
financials 

• Capacity to trace the quality of coffee throughout the VC 

• Buyer’s willingness to subsidize the cost of options because 
contract defaults seriously compromise the buyer’s activities 

Coops

Cash flowInformation

Exporters

Sustainable Harvest:

• Provides financing to access options to 
coops, which is only paid when coffee is 
delivered 

• Provides training, information, and 
analysis on markets and derivatives

Stock markets

Participating coops use a ‘variable sale’, a 
combination of: 
• A forward price-to-be-fixed (PTBF) 

contract, that allows them to agree on a 
price with SH within a specified period 

• Call options, at the time they fix the 
price of the PTBF contract. Coops can 
purchase call options through a SH 
account which enables them to secure 
coffee, as needed to fulfill contracts even 
if prices rise & farmers side sell.

Sustainable Harvest covers its price risk by 
investing in futures and options in the 
NYSE



Case Study 4: In Honduras, OikoCredit provides training and financing to 
cooperatives to develop hedging strategies using derivatives

10

How does the mechanism work?

What is the track record?

What are the success factors?

How replicable is it?

• Launched in 2017, the program has supported 16 selected 
cooperatives from Honduras, Guatemala, Costa Rica, 
Nicaragua, Colombia, and Peru over a three-year period

• The program supports coops addressing key barriers to the 
successful implementation of PRM strategies:

• Technical knowledge: Cooperative managers need to 
understand their cost structures and how price affects their 
business before introducing PRM tools

• Organizational development: It does not only focus on 
understanding PRM tools, but it also builds capacity to 
effectively implement PRM strategies 

• Financial barriers: It increases access to finance and 
more expansive PRM financial tools through the Oikocredit
credit facility and a new loan specifically designed to 
finance derivatives 

• The program has a multi-year approach, compared to traditional 
one-day trainings/ workshops   

• Its methodology relies on well-prepared trainers that can tailor the 
message to their audience

• Replicate with well-established cooperatives in different countries 
• Leverage past program beneficiaries to become mentors in future 

apprenticeship programs 

PRM approach: Reallocate risk across actors
3

Sources: Oikocredit, Coffeelands, SAFE, stakeholder interviews  

SHF

Coops

Stock markets

Cash flowInformation

Cooperatives receive training to better 
understand how the contracts they sign 
(and whether they are taking a long and 
short position) affects their risk, which 
helps them better plan how much coffee to 
purchase and/or sign appropriate contracts 
with farmers
Cooperatives access futures markets and 
hedge the coffee of their affiliated farmers 

Oikocredit provides financing to cover 
costs related to price risk management

Organizational strengthening: 
training for PRM implementation 
and use
Apprenticeship network peer-
to-peer learning network from 
coop-to-coop

Participating coops can offer OTC PRMMs 
to associated smallholders (e.g., future 
contracts, insurance)


