
Coffee Bean Economics and
Globalization

Farmers sort coffee beans after they have been picked. Coffee is part of a global supply chain. By the time someone buys a

cup of coffee or a bag of beans, they have been on a journey through many countries. Photo by: Pixino. 

There are many different kinds of companies all over the world. Some of them sell products, as

Apple does with laptops or Nike with athletic equipment. Other companies sell services, the

way a barber shop provides haircuts or an auto repair shop fixes engines. All of these

companies are part of our global economy, and there are certain basic economic principles

that apply to almost all of them. Dean’s Beans is a coffee company based in Orange,

Massachusetts. It is a typical company in many ways. Examining the way it does business can

make it easier to understand some fundamental economic terms and principles.

The Market Basics

Product

The products, or goods, are whatever items the company sells. Sometimes the company

makes and sells the product, and sometimes it purchases the product from another source

and then sells it to the public. Dean’s Beans, for example, buys raw coffee beans from farmers
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in many different parts of the world. Then it roasts the beans, places them into bags, and sells

them to supermarkets and to individual customers. Dean’s Beans buys roughly 500,000

pounds of coffee beans per year, according to Michael Skillicorn, who worked at the company

from 2012 to 2014. The company buys the raw beans for a price that ranges from $1.90 to

$3.00 a pound. After roasting, Dean's Beans sells the coffee starting around $10.00 per

pound.

The price that Dean’s Beans charges depends on a variety of factors. “First, we have to look

at the cost of producing it,” Skillicorn says. “We have to consider how much the raw coffee

costs to purchase, add on the price of the bags that we put it in and the hours of labor of

people working to bag it. Then there is the fuel that is used in the machines that roast the
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beans.” Beyond that, there is the cost of shipping the roasted beans to supermarkets and

individual customers. "Then there is adding a little bit to the price for profit," Skillicorn says.

This is the amount of money the company gets to keep after everything else has been paid for.

Supply And Demand

There are two factors in pricing that affect every company. One is the supply, which is how

much of the product is available. The other is the demand, which is how many people want to

buy the product. Supply and demand work together. If the supply of a product is high and the

demand is low, the price of the product will go down. If the supply is low and the demand is

high, the price will rise. 

In the case of Dean’s Beans, the supply of coffee beans can depend on a variety of issues.

“Because it’s an agricultural product, all the forces of nature can affect the supply,” Skillicorn

says. “A drought or a flood could reduce the amount of coffee beans that are available in a

given year.” In that case, the farmers would charge a higher price for the beans, Dean's Beans

would pay more to buy the beans and then the company would charge a higher price to

customers. The demand can also change. “Sometimes a specific kind or flavor of coffee

becomes very popular,” Skillicorn says. “For example, if people are really excited about
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Peruvian coffee, the price goes up, and it can be more difficult for Dean’s Beans to get its

hands on some. A shortage in supply or an unusually large demand can drive up the price of

the coffee.”

Free Market Competition

In setting prices, every company has to consider the cost of production and the principle of

supply and demand. It also has to consider the prices that its competitors charge. The

company wants to set its prices high enough to make a profit, but not so high that customers

decide to buy their coffee somewhere else.

Government Regulation

The U.S. government often sets up rules and guidelines businesses must follow in order to

operate. These rules vary by industry, but they are generally meant to ensure that products

live up to certain basic standards. This guarantees that the products are well-made and safe

for consumers. The coffee bean industry is not governed by many regulations, according to

Skillicorn.

Capital And Investment

Capital is the money that is required to start and maintain a business. Dean’s Beans needs

capital to pay for equipment, including the big roasting machines that process the coffee

beans. It needs capital to pay for the bags that hold the roasted beans and the trucks that

transport the beans to stores and customers. Dean's Beans also needs capital to pay its

employees. Business owners often borrow money from banks for the capital they need to start

a business. In a successful company, all of those investments in capital lead to profits. This

money can then be used as additional capital to grow the business.

The People

Need And Cost To A Company

In order to be successful, a business needs many people with different skills. Different people

have skills that are useful for making the product, marketing it and selling it. It would be difficult

for one person to do all of those things. This is why companies need employees. As a
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relatively small business, Dean’s Beans doesn’t have nearly as many employees as large

corporations. When Skillicorn worked for the company in 2014, there were about 10

employees. They were "essential to the company’s success," Skillicorn says.

Global Market

Global Supply Chain

There are often several stops along the way on a product’s journey from the place where it

was manufactured or grown to the place where it is sold. That path is called the global supply

chain. Much of Dean’s Beans coffee, for example, is grown in Guatemala. The company also

purchases beans from other countries in South America, Africa and Asia. Farmers pick the

coffee and dry the beans for shipping. Once the beans arrive in the U.S., they are transported

by truck or train to the Dean’s Beans facility in Orange, Massachusetts. There, the raw coffee

is roasted, bagged, and shipped to stores and individual customers.

Small Business Versus Big Business

Dean’s Beans is a small to medium-sized coffee business. There are other coffee companies

that purchase and sell more than twice as many beans as Dean’s Beans. Larger companies

may initially have larger capital costs than smaller companies. For example, they may buy a

more expensive roasting machine. However, those larger investments usually lead to bigger

profits. “In the coffee industry a larger company can invest in technology, which allows them to

work more efficiently,” Skillicorn says.

Running a profitable company, whether it is large or small, is a complex operation. It requires

many people to work together, even though, as in the case of Dean’s Beans, they may be in

different parts of the world. A global economy depends on global cooperation.
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Quiz

1 Which section highlights the idea that the cost of a product can be influenced by nature?

(A) "Product"

(B) "Supply And Demand"

(C) "Capital And Investment"

(D) "Need And Cost To A Company"

2 Read the following statement. 

Variations in customers' buying habits and preferences affect the price
of a product. 

Which selection from the article provides the BEST support for the above statement?

(A) If the supply of a product is high and the demand is low, the price of the product

will go down. If the supply is low and the demand is high, the price will rise.

(B) “For example, if people are really excited about Peruvian coffee, the price goes

up, and it can be more difficult for Dean’s Beans to get its hands on some. A

shortage in supply or an unusually large demand can drive up the price of the

coffee.”

(C) In setting prices, every company has to consider the cost of production and the

principle of supply and demand. It also has to consider the prices that its

competitors charge.

(D) “In the coffee industry a larger company can invest in technology, which allows

them to work more efficiently,” Skillicorn says.

3 Read the last paragraph of the article. 

Running a profitable company, whether it is large or small, is a
complex operation. It requires many people to work together, even
though, as in the case of Dean’s Beans, they may be in different parts
of the world. A global economy depends on global cooperation.

Which phrase from the paragraph helps you to understand the meaning of the word "cooperation?"

(A) a profitable company

(B) large or small

(C) work together

(D) global economy
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4 Read the selection from the section "Capital And Investment."

Business owners often borrow money from banks for the capital they
need to start a business. In a successful company, all of those
investments in capital lead to profits.

Which answer choice is the BEST definition of the word "investment" as used in the sentence?

(A) putting money into a business

(B) making a business commitment

(C) gaining support from others

(D) doing your best work

This article is available at 5 reading levels at https://newsela.com. 7


	Coffee Bean Economics and Globalization
	The Market Basics
	Product
	Supply And Demand
	Free Market Competition
	Government Regulation
	Capital And Investment
	The People
	Need And Cost To A Company
	Global Market
	Global Supply Chain
	Small Business Versus Big Business
	Quiz


