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PREFACE

A report prepared for Department of Crop Production of the Ministry of Agriculture and
Rural Development, Government of Viet Nam by Agrifood Consulting.

This report' is the Final Report for the Study on Suitability, Feasibility, and Socieconomic
Benefits of Cocoa Production in Viet Nam.

The Final Report has been prepared during October 2008 and is based on consultations and
field work conducted by the Study Team during October 2008.

The authors of the report are Mr Francesco Goletti (Team Leader), Ms Le Thi Phi Van
(Agricultural Economist), Mr Pham Hong Duc Phuoc (Agronomist), Ms Pham Minh Thao
(Environment), and Ms Tran Thu Hang (Social and Gender).
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DARDs of the provinces visited by the Study Team, and the many key informants,
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The report would not have been possible without the public-private partnerships of several
organizations. Special thanks go to Dr Nguyen Tri Ngoc, Director General of Department of
Crop Production of MARD; Dr Leo Hagedoorn, Project Leader of Public Private
Partnerships of Ministry of Agriculture, Nature, and Food Quality of the Netherlands; Mr
Nguyen Cong Chuc, Department of Crop Production and Cocoa Programme Manager; Mr
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Griesven, and Smilja V. Lambert from Mars Incorporated; and to WWF and their staff.

The views expressed in this report are those of the consultants and do not necessarily reflect
the views of the Department of Crop Production of MARD or other partners mentioned
above.
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Bethesda, Maryland
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1 EXECUTIVE SUMMARY

1. The cocoa sector in Viet Nam is in an ebullient stage of development, showing
promise of rapid growth. From about 500 ha of cultivated land in 2003, total cocoa cultivated
land is estimated at about 10,000 ha by the end of 2008. An increasing number of farmers
have started to grow cocoa and about 20,000 of them are already involved in the sector. A
number of initiatives by government and donors are focused on the sector and there is a
general optimism that cocoa might be the next success story of agriculture in Viet Nam.

2. There are two views about the prospects of cocoa development in Viet Nam. On one
side there is an optimistic view of the sector, expressing confidence that the cocoa sector will
grow rapidly and achieve the ambitious growth targets expressed by the Government (60,000
ha by 205 and 80,000 ha by 2020). The optimistic view is based on various factors including
the interest of international buyers and key actors in the world cocoa industry, the initiatives
taken by the Government in recent years (establishing standards, approving clones, creating a
Cocoa Coordination Committee), the dedication of the research organization, the interest of
donors, the increase in world cocoa prices, and the suitability of cocoa cultivation in Viet
Nam.

3. On the other side, there is a more cautionary view, inspired by a history of failures of
previous attempt to develop the sector (during the colonial period, the American war, and the
1990s), a mismatch between government targets and actual policies, plans, and investments,
and an assessment of various factors related to competitiveness of cocoa with other crops, the
risks of outbreaks of pests and diseases, increasing labor costs, the trade-offs between
biodiversity-benefits and agricultural intensification, and climate change

4. In both views the expansion of cocoa is considered possible and desirable provided
that appropriate policies, plans, and investments are implemented so that cocoa fulfills its
potential to improve rural livelihoods and the environment.

5. More fundamentally, both views agree on the fundamental need of a strategy for the
sector and recognize the fact that at present there is no such strategy. In the absence of a
sector strategy, the rapid growth achieved over the past few years will not continue and the
cocoa sector will remain of marginal significance. The rapid growth in the past few years has
been achieved mostly through investments funded by donors and foreign private sector.
Unless the Government itself makes a commitment to investment in the sector, it will be
difficult for Viet Nam to reach its growth targets.

6. In order to inform the Government decisions about the formulation of a strategy for
the sector three key issues are addressed:
e Suitability: Under what agroecological conditions and farming systems is cocoa
production suitable in Viet Nam?
e Feasibility: How competitive with other crops and economically attractive to
farmers is cocoa cultivation?
e Sustainability: Under what conditions expansion of cocoa is sustainable from an
environmental, economic, and social point of view?
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Suitability

7. Cocoa has proved to be suitable to a variety of agroecological environments in Viet
Nam. Almost 20,000 farmers have been engaged in cocoa production since 2004.
Intercropping systems in the Mekong River Delta and some provinces of Southeast region
have proved successful. Monoculture system in the Central Highlands is practiced, but, due to
a combination of poor farming practices, limited technological transfer, and poor planting
materials, the system has not yet reached its potential. Intercropping with cashews is already
practiced in Binh Phuoc, Lam Dong, and Dong Nai; some technical issues have still to be
resolved, and research work is ongoing to address these issues. Agroforesty models are
currently pursued in four sites in Binh Phuoc, Lam Dong, and Dong Nai. It is too early to
assess their impact but preliminary observations suggest good growth and positive impacts on
communities, the environment, and biodiversity. Areas suitable for cocoa agroforestry exist
in the Central Highlands and Southeast regions.

Feasibility

8. Economic analysis indicates that cocoa could be an attractive crop to smallholder
farmers, both in intercropping and monoculture systems. Cocoa could be competitive
relatively to alternative crops and has the advantage of lower labor (eg relative to coffee and
rubber) and water requirements (eg relative to coffee). Moreover, Viet Nam has a
comparative advantage in the production of cocoa, cocoa is linked to a large and growing
world market, there is unfulfilled demand from the Asian processing industry, and
international buyers are interested in seeing Viet Nam as a new stable supplier of fermented
beans in the world market.

Sustainability

0. If good practices are followed cocoa could be environmentally sustainable and
contribute to improvement in biodiversity. This is certainly the case for intercropping and
agroforestry systems. Even in monoculture system, if models of permanent shade trees are
adopted, both economic and environmental benefits could be derived. Water use is lower than
in competing crops and there are additional benefits to smallholder farmers from the use of
Clean Development Mechanisms (CDM) that could generate carbon credit to farmers
engaging in agroforestry models.

10.  From an economic point of view, fluctuations in world prices, availability of labor,
and production risks associated with major outbreaks of pests and diseases are major
challenges. Current world prices are high relatively to the last 10 years trends, but are also
highly variable. Labor is becoming more expensive in Viet Nam and less available for farm
work, driven by the economic transformation of the country into a middle income status, the
movement of labor toward non-farm activities, and the exodus towards urban areas. Lower
requirements of labor in cocoa relatively to other crops is an advantage; however, rising labor
costs will have to be counterbalanced by improved productivity, bigger farm size, and
outsourcing of some operations to specialized companies and business service providers (eg
fermentation station companies, fertilizer and pesticide spraying companies). Even though the
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current situation with pests and disease is not alarming, outbreaks of pests and diseases are a
serious risk for which Viet Nam has to prepare now, at the period of still infancy of the
sector. Research and technology transfer programmes have to be expanded considerably in
order to ensure preparedness for the future.

11. From a social point of view, it was observed that child labor is not used in the sector,
except for activities that could involve children outside of their school activities. Parents in
Viet Nam give a very high value to education and push children to pursue higher education
level. Women play an important role in cocoa. Focus group discussions indicate that cocoa is
quite suitable for them, since it provides stable income and is not very demanding on their
labor use. Farmer organizations are weak and yet essential for the sustainability of
smallholder agriculture. Ethnic groups involvement in cocoa is still very limited in spite of a
high potential of cocoa development in the areas (Central Highlands and Southeast) where
large ethnic groups live, and the opportunity of involving these communities in agroforestry
models that have both economic and environmental/biodiversity impact. However, the
challenges of technology transfer to ethnic groups are considerable, as these groups are often
at a disadvantage in terms of education, assets, and isolation from markets.

The core problem

12. In spite of rapid growth over the past 4 years, the cocoa sector in Viet Nam is at its
infancy and volumes of production are still low in relation to the potential of the sector,
implying an unfulfilled opportunity for cocoa to improve the living standards of the rural
population and the environment. Addressing the core problem of low volume of production
through a sustainable expansion of the sector will result in increased opportunity for income
and employment generation in rural areas and environmental benefits.

Potential of the sector

13.  The assessment of suitability, feasibility, and sustainability of cocoa production in
Viet Nam indicates a considerable potential for expansion. The assessment of potential takes
into account (i) the information provided by the provinces; (ii) the low suitability of the South
Central Coast; (iii) no new agricultural land for cocoa will be used; instead cocoa will be
either intercropped or cultivated in monoculture system in coffee and cashew land that have
already reached their replacement point; (iv) introduction of cocoa agroforesty systems in
degraded forest areas; (v) access to water during the dry season; and (vi) moderately sloping
land.

14. Based on this assessment, close to 100,000 ha of land are found to be suitable for
cocoa expansion. The translation of the potential into actual cultivated area will depend on
three critical factors: (i) the strategy and policies pursued by the government; (ii) the funds
available for investment; and (iii) the willingness of farmers to engage into cultivation of
cocoa.
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Potential for Expansion of Cocoa Cultivated Area (ha) in Viet Nam

Intercropping | Monoculture | Agroforestry | Total Percentage
Mekong River Delta 17,294 - - 17,294 17.5%
Southeast 28,795 1,720 6,000 36,515 37.0%
Central Highlands 8,931.00 31,070 5,000 45,001 45.5%
Total 55,020 32,790 11,000 98,810 100.0%
Percentage 55.7% 33.2% 11.1% 100.0%
15. The key elements of the strategy consist of (i) a vision for the sector; (ii) goals for

2020; (iii) a road map; and (iv) an action plan for the short, medium, and long-term. The
strategy addresses the core problem of the sector (low volume of production) by establishing
a set of policies, institutions, and plans that facilitate the fulfillment of the potential of cocoa
to improve rural livelihoods while moving the sector towards a vision based on sustainable
flows of benefits to smallholders and the environment.

Vision

16. The vision proposed here indicates what the cocoa sector in Viet Nam should aim to
be. As such the vision is a guide for the elaboration of goals, road maps, and action plans.
While the goals, road maps, and action plans might (and should) change over time as new
information becomes available and conditions change, the vision should stay the same.

A cocoa sector that generates a sustainable flow of economic and financial benefits to
stallholder farmers; adopts good practices in production, processing, and trading; is

efficient and competitive in terms of stable and quality produce; promotes biodiversit
and follows environmentally friendly practices; and is supported by a well organized
research, extension system, and marketing systemg

Goal

\VViet Nam is a reliable supplier of quality cocoa beans in the world market with

production of more than 100,000 tonnes by 2020.

Road Map

17. The road map consists of five elements including (i) a National Cocoa Technology
Transfer Program; (ii) A Cocoa Research Program; (iii)) A quality assurance system for
Planting Material; (iv) the establishment of a Viet Nam Cocoa Denomination with high
reputation in world markets; and (v) a cocoa monitoring and evaluation system

18. National Cocoa Technology Transfer Program. The programs will accelerate
technical transfer to smallholder farmers, promote the adoption of good and sustainable
practices, and contribute to improvement in productivity of the average farmer. Its main
features will be a participatory approach to extension, based on Farmer Field Schools,
effective training, demonstrations, and technical assistance. Differently from traditional
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technology transfer programs pursued by DARD and Agricultural Extension which are based
on input subsidies and often limited monitoring and training, the cocoa program should
promote the sector on the basis of effective dissemination of viable technologies and
sustainable practices, intensive training (see Annex K for a list of training topics carried out
by the Success Alliance), and regular monitoring. Rather than being spread among farmers in
isolated locations, the program will focus on areas with agroecological potentials within each
district and create a critical mass for replication and spillover effects. Models of
intercropping, monoculture, and cocoa agroforestry will be promoted in suitable
agroecological areas. The Program will include a credit component to facilitate access to
medium-term finance of poor farmers wishing to engage in cocoa cultivation.

19.  Cocoa Research Institute. Rather than continuing the current situation of limited and
irregular funding to research institutes, a cocoa research programme should be established
over the medium-long term (5 to 10 years). To be effective the research programme should be
institutionalized. It is proposed that the research programme to be institutionalized at the
Southern Agricultural Science Institute which is located at the crossing of the main cocoa
production areas (the Mekong River Delta, the Southeast, and the Central Highlands) and
would therefore be in a better position to transfer technology. For a cocoa research
programme to be effective, adequate capacity of researchers and technical staff will be
required. A program of capacity building of a core group of researchers should be carried out
in parallel with the establishment of the research programme. The envisaged Cocoa Research
Institute will also have a Technology Transfer and Training Center to facilitate various
initiatives by public and private sector in promoting cocoa sector in Viet Nam.

20.  Quality Assurance System for Planting Material. The system will include a nursery
certification system, internal and external auditing of certified nurseries, and inspection of
nurseries and distribution of planting material. The certified nurseries will be periodically
audited and inspected to ensure quality of their products. Certification of nurseries will be
voluntary, but will provide farmers with a quality assurance of the seedlings they buy from
certified nurseries. DCP and DARD will be the agencies responsible for certifying nurseries,
monitoring the nursery system, audit certified nurseries, and inspect all nurseries operating in
the country.

21.  Viet Nam Cocoa Denomination (VICOCOA). A quality assurance system for cocoa
beans exported will be established, with the aim of creating a reputation of Viet Nam as a
stable producer of quality and safety cocoa beans. This will involve the establishment of
standards for good practices in cocoa production, postproduction, and marketing (approval of
a VIETGAP for cocoa), promotion of fermentation companies to ensure uniformity of quality
of cocoa beans, the establishment of monitoring and quality control system mechanisms,
regulation for export documentation and certification, and establishment of laboratories for
testing quality, pesticides residues, and other contaminants in cocoa beans destined to export.
Cocoa beans meeting quality and safety requirements will receive a certificate and logo that
will help building a reputation for the Viet Nam Cocoa Denomination (VICOCOA).

22.  Monitoring and Evaluation System. Currently, there is not yet a system for
monitoring and evaluation of the cocoa sector. Data on the sector are few, unreliable, and
dispersed across provinces. Monitoring of farming practices, nurseries, costs of production,
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prices, and quality does not occur, or is irregular and lacks a systematic approach. Studies on
cocoa in Viet Nam are few. If the sector has to expand, it will have to rely upon reliable
statistical information and a good system of monitoring and evaluation studies to inform
strategies and policies. A unit for monitoring and evaluation of the system should be
established at the Department of Crop Production (DCP) and the General Statistical Office
(GSO) should include cocoa in his surveys and annual publications.

Action Plan

23. In order to translate the road map into actions, an Action Plan is proposed with key
activities, responsibilities, and partners. The Action Plan is presented for three periods: short
term (2009); medium term (2010-2015), and long-term (2016-2020) and illustrated in Table
1-Table 3.

Policies

24. Several policies will have to be formulated and approved to promote the development
of the cocoa sector. Most of these policies should be formulated and approved in the short
(2009) to medium term (2010-2015) and include:

1. Approval of the Strategy for Cocoa Sector Development

2. Action Plans formulation and promulgation by Central and Provincial Governments

3. Establishment of Quality Assurance System for Planting Material and Nursery
Certification

4. Approval of VIETGAP for Cocoa

Approval of Cocoa Research Institute, Research Program, and Capacity Building of Core

Group of Researchers

6. Establishment of Quality Assurance for Export of Cocoa Beans (VICOCOA
denomination)

7. Establishment of a Statistical System for Cocoa

8. Approval of a National Technology Transfer Program

9. Guidance and Instructions about Cocoa Agroforestry Systems Development

10. Review of Cocoa Products Export and Import Taxes

11. Guidance on Access to Medium-Term Credit for Cocoa Development

12. Approval of Research Programs on Introduction of New Planting Material from other
countries and Clonal Trials

13. Approval of New Clones

e

Partnerships

25.  Different actors will play a crucial role in the implementation of the cocoa
development strategy for Viet Nam. These include the private sector, NGOs, donor agencies,
research organizations, provincial and central government, farmer and community
organizations, and international and regional associations. Each has played already an
important role in the development of cocoa in Viet Nam. Further contributions are expected
in the future.
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Action Plan Agreement between MARD and LNV

26.  An Action Plan agreement between MARD and the Ministry of Agriculture, Nature,
and Food Quality was reached at the International Cocoa Workshop on Public Private
Partnership for Sustainable Cocoa Development in Viet Nam held in HCMC on November 6-
7, 2008. The workshop participants, including government agencies, private companies,
NGOs, and research organizations assessed the report and expressed their appreciation for the
analytical work, the main conclusions and recommendations.

27. As per Action Plan Agreement, the Department of Crop Production and the Embassy
of the Netherlands in Ha Noi will establish focal points for sustainable development of the
cocoa sector. A Partnership Management Office in liaison with the Viet Nam Cocoa
Coordination Committee will be established at MARD to coordinate and monitor the progress
of the agreed actions on partnerships and will report quarterly to all members of the Public
Private Partnership between MARD and the Dutch Ministry of Agriculture, Nature, and Food

Quality.
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Table 1 Short-Term Activities (2009), Key Responsibilities, and Partners in the Action

Plan

No. | Activities

Key Responsibility

Partners

1. | Approve Strategy for Cocoa DCP/MARD Private Sector, DARD, Research
Development Organizations. Donors, NGO,
Farmer Organizations
2. | Formulate National and DCP/MARD Private Sector, Research
Provincial Plans NAFEC/MARD Organizations. Donors, NGO,
DARD Farmer Organizations
3. | Identify Investment Funds (from | DCP/MARD Donors, Private Sector, PPC
Central and Provincial
Government, donors and private
sector)
4. | Prepare proposal for Cocoa DST/MARD Research Organizations
Research Institute
5. | Establish statistical system for GSO DCP, DARD
cocoa sector
6. | Formulate cocoa courses in the NLU CTU, TNU, Research Organizations
university
7. | Translation of technical training | NLU Private Sector, Donors, Research
manuals and literature on cocoa Organizations
into Vietnamese
8. | Establish cocoa monitoring unit | DCP CCC, DARD
providing quarterly reports on
cocoa situation in Viet Nam
9. | Develop regulations for quality DCP Private Sector
assurance systems of cocoa
planting material and
certification of nurseries
10. | Develop regulations for quality DCP/ICD/NAFIQAD | Private Sector
assurance systems of cocoa
exports and Viet Nam Cocoa
Denomination (VICOCOA)
11. | Development of VIETGAP for DCP Private Sector
Cocoa
12. | Development of Regulations for | DCP/DOF Private Sector, Research
Development of Cocoa Organizations, NGOs
Agroforestry Systems
13. | Proposal for New Research DST Research Organizations, DCP
Program on Introduction of New
Planting Material from Other
Countries and Clonal Trials
14. | Training of core group of DST Research organizations, Universities,
researchers Donors, Private Sector
15. | Training of extension workers NAFEC/SA DCP, Research Organizations
and facilitators
16. | Mid-term Review of the DCP External Reviewers

performance of the sector
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Table 2 Medium-Term Activities (2010-2015), Key Responsibilities, and Partners in the

Action Plan

No.

Activities

Key Responsibility

Partners

1. | National Technology Transfer DCP/NAFEC DARD, Private Sector, NGO,
Program is Implemented Research Organizations, Farmer
Organizations
2. | National and Provincial Plans are | MARD, PPC DCP, DARD
approved and implemented
3. | Agroforestry models are DOF DCP, PDOF, Private Sector, NGOs,
developed in new areas Research Organizations, Farmer
Organizations
4. | Cocoa research institute is DST Research Organizations
established and long-term core
funding is assured
5. | Quality assurance system for DCP/DST Private Sector
planting material and nursery
certification is established
6. | Quality assurance system of DCP/ICD/NAFIQAD | Private Sector
cocoa exports and Viet Nam
Cocoa Denomination
(VICOCOA) is established
7. | Laboratories for quality and DCP Private Sector, Research
safety control of planting Organizations, Auditing Companies
material and cocoa beans are
established
8. | Statistics on cocoa sector are GSO
collected regularly and
disseminated
9. | Monitoring and evaluation of DCP DARD
sector performance is carried out
regularly
10. | Network of buying stations Private sector DARD
becomes dense
11. | Fermentation companies Private sector PPC
established
12. | New planting materials (from Cocoa Research DST, DCP, International
PNG, India, Ghana and Latin Institute Associations
America) is tested and clonal
trials are under way
13. | VIETGAP for cocoa certification | DCP Private Sector
bodies are accredited and
certified organizations are
established
14. | Guidance on access of MARD VBARD, Financial Institutions,
smallholder farmers to medium- Private Sector, NGOs, Farmer
term credit for cocoa Organizations
development
15. | Review of cocoa products export | MOF MARD, Private Sector
and import taxes
16. | Core group of cocoa researchers | DST Research Organizations
has been established
17. | Mid-term Review of the DCP External Reviewers

performance of the sector
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Table 3 Long-term Activities (2016-2020), Key Responsibilities, and Partners in the
Action Plan

No. | Activities Key Responsibility | Partners
1. | Processing industry develops Private Sector Farmer Organizations, PPC
2. | Based on sector performance and | DCP, PPC DARD, Private Sector, Donors,
evaluation of the medium term NGOs, Research Organizations,
National Technology Transfer Farmer Organizations

Program, a new National
Technology Transfer Program is
formulated and implemented

3. | New clones of non-Malaysian DST DCP, Research Organization
origins are approved

4. | VICOCOA is recognized as an DCP/ICD/NAFIQAD | Private Sector, Farmer Organizations
important denomination by
international markets

5. | Mid-term Review of the DCP External Reviewers
performance of the sector
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2 INTRODUCTION

28. The cocoa sector in Viet Nam is in an ebullient stage of development, showing
promise of rapid growth. From about 500 ha of cultivated land in 2003, total cocoa cultivated
land is estimated at about 10,000 ha by the end of 2008. An increasing number of farmers
have started to grow cocoa and about 20,000 of them are estimated to be involved in the
sector already. A number of initiatives by government and donors are focused on the sector
and there is a general optimism that cocoa might be the next success story of agriculture in
Viet Nam.

29.  There are however also less optimistic and more cautionary views about cocoa
development, recently expressed in a report by Sub-NIAPP?. Factors contributing to both the
positive and cautionary views of cocoa development in Viet Nam are briefly described in the
following two sections.

2.1 Factors Contributing to the Positive Outlook for Cocoa in Viet Nam

30.  The interest of key actors in international cocoa and chocolate industry dates
back to the initial visit of experts from Mars Incorporated’ to Viet Nam in 1993. During this
visit, the experts suggested to MARD that the cocoa sector had a considerable potential in
Viet Nam. Since then, Mars Incorporated has made several contributions to cocoa
development in Viet Nam: the company facilitated the introduction of new clones into Viet
Nam from Costa Rica; provided support to research (particularly to the Nong Lam University
in HCMC) and on-farm and research station demonstrations were established during the
period 1997-2003. During 2004-06, Cargill and Mars Incorporated collaborated in the Dutch
Programme for Cooperation with Emerging Markets (PSOM) to professionalize the
commercialization of the cocoa value chain, introducing trading practices, quality parameters,
and appropriate testing facilities and skills. In 2003-2004 ED&F MAN started distribution of
seedling to farmers and became the first international buyer to provide a market for cocoa
produced by farmers. Other companies followed suit. Cargill invested in buying stations in
Ben Tre and Dak Lak since 2005 and is currently the largest buyer of cocoa beans in Viet
Nam. Other international buyers including Olam, Armajaro, and Mitsubishi are already
buying cocoa beans or planning to do soon. Cargill and Mars Incorporated have provided
support to extension, research activities, and dissemination activities.

31.  The positive response of the Government. In March 2005, MARD established the
Viet Nam Cocoa Coordination Committee to facilitate formulation of policies related to
cocoa sector. Participants in the VCCC include key agencies at MARD, the private sector,

? Sub-NIapp (2008) Ra Sodt, diéu chinh quy hoach phat trién ca cao cdc tinh phia nam (Viét Nam) dén nam
2015 va dinh huéng dén nam 2020, Phan Vién Quy Hoach-TKNN, 10/2008 (Review and Adjustment of the
Cocoa Development Plan in southern provinces of Viet Nam up to 2015 and 2015, sub-Niapp)

3 www.mars.com/global/home.htm
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and research organizations. The Committee helped formulate the MARD Decision
2678/2007/QD-BNN-KH of 14 September 2007 that indicated the objective of 60,000 ha by
2015 and 80,000 ha by 2020. At the local level, the provinces in the cocoa producing areas
are also establishing plans and provide support to farmers for the cultivation of cocoa.
Standards for cocoa were established in 2006 and 8 clones (TDI1, TD2, TD3, TD5, TD6,
TDS8, TD10 and TD14) were approved in 2005.

32.  The enthusiastic and dedicated effort of the research organizations, most notably
Nong Lam University which was engaged since 1997 in applied research in several
dimensions including germplasm and clones experiments, cultivation methods, farming
systems, pests and diseases, and fermentation. The university established demonstrations in
several provinces, trained farmers, monitored their performance, and provided advisory
services. Other organizations including the Forest Science sub-Institute of Viet Nam
(FSSIV), the Western Highlands Agricultural Science Institute (WASI), and Can Tho
University engaged in various research activities.

33.  The continued and increasing interest and support by donors. Both DANIDA
(during 1998-2000) and GTZ (during 2001-2003) provided support in the early stages of
cocoa development. In 2004 the Success Alliance (funded by USDA-WCF-Mars
Incorporated initially and subsequently by USAID) established a comprehensive technical
assistance program that helped training 20,000 farmers, develop a nursery system, and
disseminate information about cocoa in various provinces. WWF is involved in an
agroforesty model (with funding by Dutch Government, USAID through the Success
Alliance project, and Touton Company) in Lam Dong province. Winrock (funded by USAID)
has started a cocoa agroforestry model within a biodiversity program that is currently
implementing in South Viet Nam. Helvetas has just completed a feasibility study for organic
and Fair Trade cocoa production and is planning to start a 5-year program in this area. The
Dutch Government has committed to contribute the coming 3 years to the Public Private
Partnership for Sustainable Cocoa Development in Viet Nam. Other donors might be
interested in supporting the sector to promote biodiversity, poverty reduction, and private
enterprise development.

34.  The high world market prices for cocoa. Since its low levels of the late 1990s,
when prices reached an historical low of USD 804/tonne in December 2000 average world
prices were above USD 3,000/tonne in June 2008*. In London, benchmark second-month
cocoa futures hit a 22-year peak of $3,277/tonne in July 2008. During the field mission in
June-October 2008, the Study Team observed prices ranging between VND 35,000-
50,000/kg paid at the buying stations. The prices and the presence of an increasingly network
of buyers provide strong incentives to farmers, particularly given at a time when alternative
crops such as pepper and cashews are less attractive.

35.  The suitability of agroecological conditions to cocoa cultivation in Viet Nam.
Since 1997, research and extension efforts have shown that a broad range of agroecological
conditions exist in Viet Nam to grow cacao under different farming systems. The most
successful methods of cocoa cultivation are intercropping with a variety of trees, most

* Since June 2008, world prices of cocoa have been declining. Current (October 2008) futures prices at NY is
about $2,000/tonne.
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notably coconut in the Mekong River Delta (MRD), and cashew nuts in the Southeast (SE)
and Central Highlands (CH). Cocoa monoculture has also been introduced in the CH and
other regions. Agroforestry demonstrations’ (in Lam Dong, Dong Nai, and Binh Phuoc
provinces) are under implementation. A study by Helvetas® has shown the feasibility of
organic cocoa, but actual demonstrations have not yet been established. About 10000 ha of
cocoa are currently cultivated and yields performance is increasing’.

36. The combination of these factors suggest that the cocoa sector in Viet Nam might be
on the verge of a major take-off growth stage, which, if appropriately planned and
implemented, could take Viet Nam from the current insignificant position in world market to
be among the first 7 exporters (those with more than 100,000) over the next 12 years (2020).

37.  This positive outlook however needs to be balanced against a series of other factors
that moderate the current optimism.

2.2 Factors Moderating the Current Optimism for Cocoa in Viet Nam

38. A history of failures in the cocoa sector in Viet Nam. Cocoa was first introduced
into Vietnam by the French but never reached commercially viable production levels. In the
1960s, it was reintroduced by the Americans into the South of Vietnam. During that period,
the ongoing war and insecurity in the countryside undermined the commercial viability of the
infant cocoa industry. During 1980s, the Vietnamese government tried to reintroduce cocoa
with support from several State-Owned Enterprises (SOEs). As part of this effort, thousands
of farmers planted Theobroma cocoa throughout several dozen provinces ranging from
Quang Ngai in central Vietnam to Can Tho in the Mekong Delta. In Quang Ngai alone, the
cocoa penetration reached approximately 3,000 hectares (ha) during that period. A cocoa
grinding factory equipped with high and modern technique was also built up in the mid
1990s. Farmers succeeded in growing cocoa and producing fruits, but the SOEs were unable
to establish a market. Without an available local buyer for their beans and no access to the
international markets, with the exception of a few farmers who used cocoa primarily for
home consumption in such forms as cocoa wine, most farmers exited cocoa production. The
cocoa grinding factory subsequently closed®. When in the early 2000, researchers from NLU
tried to re-introduce cocoa, they met with extreme reluctance from farmers and provincial
leader to engage in cocoa. Currently, the acceptability of cocoa by both farmers and
provincial leaders is increasing, as a result of the factors discussed in the previous section.
There should be however a note of caution related to the possibility that another failure of
cocoa sector (originating from factors such as market, diseases and pests, etc) might block
again the development of the sector for a considerable lag of time.

39.  World price trends and variability. Commodity prices are notoriously highly
variable and this is no exception for cocoa. Current price trends for cocoa put into an

> See Annex 1.
% Helvetas (2008) Feasibility Study Organic and Fairtrade Cocoa in Vietnam

7 See section 5.3.
¥ See WWF (2007), Overview of the cocoa sector in Viet Nam.
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historical perspective are not particularly high and the current outlook for continued increase
in price might not be lasting over the long term. Spurred by the current high prices and
increasing demand for dark chocolate in US and Europe which requires higher content of
cocoa, the major producing countries (Ivory Coast, Ghana, and Indonesia) might expand their
production capacity and over the medium period (5-10 years) generate a surplus situation as it
has already occurred in the past. As a cocoa producer still in its infancy, Viet Nam needs to
prepare strategies to deal with highly variable prices in world market and the possibility of
reversing current increasing trends.

40. Competing crops. While the price of cocoa is currently high and increasing, the
same occurs with coffee. Particularly in the major producing areas of the CH, the incentives
for farmers to shift out of coffee or even intercrop cocoa with coffee are low. At current
prices coffee brings about higher income; harvest time is concentrated whereas harvest time
for cocoa lasts over a period of several months. In addition, most farmers are already familiar
with coffee whereas cocoa is a relatively new crop. Rubber might be an alternative crop to
cocoa. There are several aspects that might favor cocoa given the opportunity that cocoa
offers for risk minimization, lower use of chemicals and water, lower and smother labor
requirements, lower initial capital investment, biodiversity benefits, and a greater flexibility
to adapt to a broader range of agroecological conditions than coffee or rubber. The
government has a program to provide concessionary loans for rubber plantation whereas there
is not such a program for cocoa. Apart from coffee and rubber, there are crops that may be
alternatives to cocoa. The evidence for the advantages of cocoa relatively to competing crops
has to be demonstrated and disseminated among farmers. Unless a sustained effort in this
direction is undertaken, the development of the cocoa sector might be slowed down.

41. Diseases and pests. So far, diseases and pests affecting cocoa have been contained.
Phytophtora and helopeltis are the two main dangers for cocoa in Viet Nam. However,
intensification of cocoa and the expansion to larger areas might create the conditions for a
proliferation of diseases and pest, as in other producing countries. The losses to the industry
could be considerable and a brake to development unless investments in monitoring, research,
and extension are expanded with the development of the sector. Estimates of losses to the
world cocoa industry due to pests and diseases are huge and vary between 30 and 50% of
total production (Figure 1). In the year 2000 the occurrence of moniliasis in Peru led to the
abandonment of over 50% of all cocoa.
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Figure 1 Losses due to Soil Fertility, Pests, and Diseases

42. Labor costs. Even though labor requirements of cocoa are less than coffee, rubber,
pepper, and cashews labor costs in Viet Nam are increasing both in urban and rural areas. As
the country moves toward mid-income country status (to be achieved by 2010) and further on
will move toward industrialized country status, labor costs will increase as the result of labor
migration from rural to urban areas and, within rural areas, from agriculture to non-farm
activities. Cocoa is a crop that does not lend itself easily to mechanization (except in the
fermentation and drying stages). Labor costs will remain a considerable part of the costs of
production and are going to increase.

43.  Declining yields. Whereas declining yields can often be attributed to the build-up of
diseases and pests, in some arcas (eg PNG) the early promise of sustained yields from
improved varieties is not realized’. For no apparent reason trees become reluctant to flower
and yield under the traditional management of the crop. Research into environmental
physiology must be intensified to understand the reasons for yield decline, and thus to
suggest the agronomic means to prevent it. Nevertheless, observations about declining yield,
particularly in intensive monoculture systems is a sober reminder against the optimism of
observations in Viet Nam where yields of 3 to 4 tonnes/ha have occurred. Even the
assumptions of 1.5-1.8 tonnes/ha in the current action plan of MARD might be considered
quite optimistic by world standards.

44.  Sustainability and biodiversity. Models of cocoa in agroforestry systems are
currently undertaken by three independent projects in Viet Nam (carried by WWF with
Netherlands funding, Winrock International with USAID funding, and by FSSIV with Mars
Incorporated). The development of the sector in Viet Nam could occur through intensification

? Scientists believe that PNG has this problem of “early senility” because of selection of VSD resistant varieties
for its hybrid program in the past which may be further compounded by particular minerals lacking in the soil
(communication from Mars Incorporated).
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of monoculture or intercropping. Monoculture could lead to deforestation, loss of
biodiversity, and environmental problems linked to use of chemicals and water. The trade-
offs between biodiversity-benefits and agricultural productivity enhancement of intensive
systems need to be carefully assessed.

45.  Climate change. Climate change is expected to affect the cocoa sector through
declining rainfalls, increasing temperature, and salinity intrusion in the Mekong River Delta.
While a lengthening of the dry season might endanger the production of cocoa in the CH, the
intrusion of salinity and flood might endanger the production of cocoa in the MRD.

46. Mismatch between targets and implementation plans. In spite of ambitious targets
for the cocoa sector established by the Government, there are hardly any policies and
investment plans to support the achievement of the targets'.

47. Lack of a strategy for cocoa development. More fundamentally, there is no overall
strategy, which clarifies the vision, goals, road map, and action plan for sector development.

2.3 Rationale of the Study

48. Given the infancy of the cocoa sector in Viet Nam, the Study on Suitability,
Feasibility, and Socioeconomic Benefits of Cocoa in Viet Nam provides an opportunity to
take stock of what the current situation is, identifies the constraints and opportunities to
development, and suggests strategies, policies, and investment for the sector.

49. The Study is funded by the Dutch Government. The Ministry of Agriculture, Nature,
and Food Quality of the Netherlands has initiated a number of Public-Private Partnerships
(PPPs) with developing countries including Viet Nam as a result of the World Summit on
Sustainable Development in Johannesburg in 2002. These initiative aims at enhancing the
collaboration between public and private partners, civil society organizations and
intergovernmental organizations in order to contribute to sustainable development and
poverty alleviation taking into consideration the aspects of social, economic, and ecological
sustainability.

2.4 Objectives of the Study

50. The objective of the study is to produce a socio-economic and environmental analysis
for policy makers to understand the economic and financial benefit and costs of cocoa in
Vietnam compared to alternative cash crops. The study will address the following issues:

1. Assess the current status of development of the cocoa sector in Vietnam;

1 See chapter 6.
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2. Determine the competitiveness of the Vietnamese cocoa farmer vis-a-vis other crops
in Vietnam and versus other cocoa producers world-wide, now and in the future

3. Perform an agro-ecological analysis of typical existing and potential production areas.
This would include a SWOT analysis (Strengths, Weaknesses, Opportunities
and Threats) of the industry at this stage to identify constraints and opportunities
for current and future growth.

4. Identify the key areas of further investment and policies based upon this analysis.

51.  The outcome of the study will form the basis of a roadmap to direct investment from
donors and the Vietnamese government. The roadmap will take into consideration
stakeholders’ interests, from farmer to processor, policy, and institutional aspects.

2.5 Organization of the Report

52.  The Draft Final Report is organized into 10 chapters as follows:

Chapter 1: Executive Summary
Chapter 2: Introduction
Chapter 3: Methodology
Chapter 4: World Cocoa Market
Chapter 5: The Cocoa Value Chain in Viet Nam
Chapter 6: Policy and Institutions for Cocoa Development in Viet Nam
Chapter 7: Suitability of Cocoa in Viet Nam
Chapter 8: Feasibility of Cocoa in Viet Nam
Chapter 9: Sustainability of Cocoa in Viet Nam
Chapter 10:  Strategy for Cocoa Development in Viet Nam
53.  Alist of 12 Annexes is also included as follows:
Annex A: Nurseries
Annex B: Farming Practices
Annex C: Fermentation
Annex D: Traders
Annex E: Provincial Plans
Annex F: Pests and Diseases
Annex G: Costs of Production and Revenues
Annex H: Alternative Crops
Annex I: Cocoa Agroforestry Systems in Viet Nam
Annex J: Environmental Impact of Cocoa Production in Viet Nam
Annex K: Training of Facilitators at Success Alliance Project
Annex L: Agreement on Action Plan for Cocoa Development MARD-LNV
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3 APPROACH AND METHODOLOGY

3.1 The Key Issues

54. The overall purpose of the Study is to provide evidence-based analysis to assist the
formulation of alternative strategies, policies, action and investment plans that could provide
an informed and reliable basis for strategic and policy decisions.

55. In order to achieve this overall purpose, three set of issues are addressed, related to
the suitability, feasibility, and sustainability of the cocoa sector in Viet Nam. Available data,
field work, review of the literature, consultative meetings, and key respondents interviews
have formed the basis for analysis of the key issues.

3.1.1 Issues related to Suitability

What are the agroecological environments in Viet Nam suitable for cocoa cultivation?
What cultivation methods are feasible and more appropriate to Viet Nam conditions?
What is the potential area for expansion of cocoa cultivated area and yield?

What are the agroecological constraints (water, soil, climate, pests and diseases) to the
expansion of cocoa?

el S

3.1.2 Issues related to Feasibility

What is the cost of production and income under different farming systems?

How competitive is cocoa relative to other crops?

Under what conditions is cocoa economically attractive?

What is the capacity of farmers, private sector, and institutions (research, extension,

quality assurance, financial, farmer organizations, and trade associations) to support

the expansion of the sector?

5. What are the main socioeconomic constraints (planting material, capital, technology,
land, infrastructure, labor, market education) to the expansion of the sector?

e

3.1.3 Issues related to Sustainability

1. What are the environmental risks (deforestation, loss of biodiversity, climate change,
soil fertility, watershed, pests and diseases) that might accompany the expansion of
cocoa cultivation in Viet Nam?

2. What are the trade-offs between sustainable practices (eg agroforestry) that increase
biodiversity benefits and productivity enhancement through shade removal and use of
chemical inputs?

3. Who will benefit from the development of cocoa sector and what are the expected
socioeconomic impacts on different groups?
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4. What risk management strategy will be more appropriate to mitigate the
environmental, agronomic, economic, and social risks that accompany the expansion
of the cocoa sector?

5. What is the scope for partnerships between public and private sector (PPP) to
facilitate the sustainable development of the sector and mitigate the risks?

3.2 Approach

56. The approach of the Study Team consists of three pillars: (i) a conceptual framework
based on the understanding of value chains; (ii) the understanding of the logical framework
process; and (iii) effective communication with stakeholders.

57.  Value Chain Analysis. A value chain is defined as the full range of activities
required to take a product or service from conception to final disposal after use, through the
intermediary phases of production, processing and delivery to final consumers. A value chain
approach focuses on the interaction of actors along each step of the production system (from
raw producers to consumers) as well as the linkages within each set of actors. Such an
approach thus considers trade relations as being part of a series of networks of producers,
exporters, importers, processors and retailers, whereby knowledge and relationships are
developed to gain access to markets and suppliers. The success of stakeholders in adding
value to their production lies in their ability to access these networks. Several concepts are
central to the understanding of value chains including the concepts of governance,
innovation, distribution and network.

58.  The concepts underlying the Logical Framework Process contribute to (i)
systematically and logically analyzing sector performance, (ii) identifying and planning
interventions that lead to the design of a strategy, programs, or project; and (iii) monitoring
implementation. During the process, data gathering and conceptual analysis are needed to
design appropriate interventions. The Logical Framework Process starts with the analysis of a
sector and ends with the design of a project or program interventions.

59.  Effective Communication with Stakeholders. A strong team and sound analytical
tools are necessary but not sufficient conditions for the success of the Study. Unless the
Consultant’s Team 1is able to exchange views with stakeholders effectively, the
recommendations and the strategy prepared by the team might lead to misunderstanding and
fruitless conflict. The team has kept an open line of communication with a variety of
stakeholders through well-structured periodic meetings, workshops, and briefings. The
opinions, knowledge and ideas of stakeholders have been circulated and understood by all
team members through a continuous effort to translate these ideas into clear statements.
While this exchange of information might not guarantee a convergence of ideas, the exchange
facilitates the understanding of alternative points of view and promotes a process of solution
finding.
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3.3 Methodology

60. Both quantitative and qualitative analytical methods have been used. Qualitative
research methods) can provide important information about the preferences and perceptions
of the participants in the agricultural sector. This information is important for the design of
public investments that respond to the priorities of intended beneficiaries. However,
perceptions cannot always be taken at face value because of problems of strategic responses,
misinformation and limited recall. Without rigorous testing of hypotheses against quantitative
data, one risks perpetuating fallacies by certifying perceptions as “facts.”

61. The analysis is based on information collected from field work, review of the
literature, and consultation with experts. Field work included surveys, focus group
discussions, and key informant interviews.

62. The field work occurred primarily in the provinces where most of cocoa production is
occurring, namely Ben Tre, Tien Giang, Ba Ria Vung Tau, Binh Phuoc, Dak Lak, Dak Nong,
and Dong Nai. A visit to Lam Dong to learn about cocoa agroforestry models ongoing in the
districts of Da Teh and Da Huoai was also conducted.

63.  The province survey (PRO) aimed at assessing the constraints, potential, policies,
capacities, and plans of provincial institutions responsible for the development of cocoa
sector. The respondents were the provincial departments of agriculture and rural
development. The survey questionnaires were sent to the DARDs in 15 cocoa producing
provinces.

64. The nurseries survey (NUR) aimed at characterizing the activities of the nurseries. As
nursery entrepreneurs are often engaged in multi-activities including multiplication and
distribution of planting material, production of cocoa, fermentation, and collection of pods,
this information provided a useful benchmark for the current status of the nursery industry.
Six provinces were covered by the survey including Ben Tre, Tien Giang, Ba Ria Vung Tau,
Binh Phuoc, Dak Lak, and Dong Nai.

65. The farming practices survey (FAR) aimed at assessing farming practices and
farmers’ constraints under different agroecological conditions and farming system. The
targeted farmers were those who have recently engaged in cocoa cultivation either as
monoculture or as intercropped. The respondents had at least 2 years experience in cocoa
cultivation. Seven provinces were covered by the survey including Ben Tre, Tien Giang, Ba
Ria Vung Tau, Binh Phuoc, Dak Lak, Dak Nong, and Dong Nai.

66. The cost of production survey (COP) aimed at determining the economic feasibility of
cocoa production. The targeted farmers included those who have engaged in cocoa
cultivation either as monoculture or as intercropping for at least 4 years. Four provinces were
covered by the survey including Ben Tre, Ba Ria Vung Tau, Dak Nong, and Dak Lak.

67. The Cost of Production for Other Crops survey (OCR) aimed at obtaining information

about cost of production of alternative crops to cocoa. The alternative crops included coffee,
cashew nuts, rubber, pepper, and fruit trees (durian, coconut, mango, and pomelo).

20



Study on Suitability, Feasibility, and Socioeconomic Benefits of Cocoa Production in Viet Nam
Final Report

4 THE WORLD COCOA MARKET

4.1

68.

69.

Key Features of World Cocoa Market

The key features in world cocoa production are listed below:

Predominantly grown by smallholders

Highly concentrated - 3 major producing countries

Low average yields

Significant expansion limited to 3 major producers and continued concentration
therefore likely

Increasing vulnerability of supply to a production shock in a major producing country
Increasing losses and threats from pests and diseases

Recent liberalization of marketing in major producing countries has led to lower
quality and increased exposure of growers to price changes

Political instability in some producing countries

Ageing farmers and plant stock in West Africa

Quality problems

Labor supply issues in some countries

Production can't be "wound-up" quickly

Low prices in the past have led to reduced inputs and lower productivity on many
farms.

The key features in world cocoa consumption are listed below:

Sustained consumption growth throughout the 20th century

Traditional major markets of Western Europe and North America remain important -
industry advertising is high

Significant emerging markets in Asia, Eastern Europe and Latin America

Growth in China limited over the next decade

Large potential in Russia but uncertain due to economic situation

High prices/supply shortages may risk market potential due to establishment of
consumption patterns that do not include chocolate or at best include chocolate with a
low cocoa content (particularly in China)

Perceptions about positive (of dark chocolate) and negative health aspects (mainly
from fat and sugar content of chocolate) may influence consumption

Growing use of alternatives to cocoa butter (since the year 2000, the European Union
has decided to accept a 5% content of vegetable fats in chocolate products) a threat to
demand growth.

4.2 Varieties

70.

There are three main varieties of cacao: Forastero, Criollo, and Trinitario. The first

comprises 95% of the world production of cacao, and is the most widely used. Overall, the
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highest quality cocoa beans come from the Criollo variety, which is considered a delicacy.
Criollo plantations have lower yields than those of Forastero, and also tend to be less resistant
to several diseases that attack the cocoa plant, hence very few countries still produce it. One
of the largest producers of Criollo beans is Venezuela (Chuao and Porcelana). Trinitario is a
hybrid between Criollo and Forastero varieties. It is considered of much higher quality than
the latter, but has higher yields and is more resistant to disease than the former.

4.3 Production

71.  West Africa supplies about 70% of the world’s Cocoa production (see Table 4). This is
led by four countries made up of Cote d'Ivoire, Ghana, Nigeria and Cameroon. The
Americas produce about 12% of the annual global cocoa output. This is led by Brazil and
Ecuador. Asia and Oceania produces about 18% of the annual global cocoa output. Indonesia
is the major producer of cocoa in this region followed by Papua New Guinea and Malaysia
respectively.

Table 4 World Production of Cocoa (thousand tonnes)

2005/06 2006/07 2007/08 (forecasts)
Africa 2643 70.3% 2334 69.1% 2578 69.4%
Cameroon 166 166 185
Cote d’Ivoire | 1408 1229 1370
Ghana 740 615 675
Nigeria 200 190 210
Others 129 133 138
America 446 11.9% 415 12.3% 445 12%
Brazil 162 126 160
Ecuador 114 115 115
Others 170 175 171
Asia and 670 17.8% 627 18.6% 690 18.6%
Oceania
Indonesia 560 520 580
Others 110 107 110
World Total | 3759 100% 3376 100% 3713 100%

Source: ICCO Quarterly Bulletin of Cocoa Statistics, Vol. XXXIV, No. 1, Cocoa Year 2008/08.
Note: Total may differ from sum of constituents due to rounding
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Source: Based on the data from International Cocoa Organization. Data are average of 2005/2006 and 2006/2007 crop years.
Figure 2 Share of major producers in total cocoa beans production

72. The major producers with more than 100,000 tonnes include 7 countries: Cote
d’Ivoire, Ghana, Indonesia, Nigeria, Cameroon, Brazil, and Ecuador (see Table 5)

Table 5 The 7 Major Producers of Cocoa Bean

Average Production Average Yield in

2005/2006 Percentage of 2005/2006

(‘1000 tonnes) World Production (kg/ha)
Cote d’Ivoire 1319 37.0% 757
Ghana 678 19.0% 400
Indonesia 540 15.1% 1184
Nigeria 195 5.5% 439
Cameroon 166 4.7% 445
Brazil 144 4.0% 318
Ecuador 115 3.2% 262
Others 578 11.5% 417

Source: Based on average of production data from ICCO; yields are computed from FAOSTAT.
Note: Data on yields from FAO should be taken with caution. Production figures from ICCO and FAO are not
consistent (eg Nigeria and Ecuador).

73.  Average yields across all producers is 536 kg/ha and only a few countries reach
average yields above 1000 kg/ha. Among major producer countries only Indonesia is in this
position.
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74.  Production trends in all the seven major producers are on the rise, with exception of
Brazil (see Figure 3 to Figure 9).

Brazil Production Trend (tonnes)
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Figure 3 Production trend in Brazil
Cameroon Production Trend (tonnes)
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Figure 4 Production trend in Cameroon
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Figure 5 Production trend in Cote d’lvoire
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Figure 6 Production trend in Ghana

Indonesia Production Trends (tonnes)
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Figure 7 Production trend in Indonesia

Nigeria Production Trend (tonnes)
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Note: The FAOQ figures either come from Government sources that do not seem reliable. The current
production is estimated to be 220,000 tonnes. The upward trend however seems to be occurring.

Figure 8 Production trend in Nigeria



Study on Suitability, Feasibility, and Socioeconomic Benefits of Cocoa Production in Viet Nam
Final Report

Ecuador Production Trends (tonnes)
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Figure 9 Production trend in Ecuador
Source: FAOSTAT.

4.4 Consumption

75.  Although cocoa is largely produced in developing countries, it is mostly consumed in
industrialized countries. For cocoa, the buyers in the consuming countries are the processors
and the chocolate manufacturers. A few multinational companies dominate both processing
and chocolate manufacturing. The following graph represents the main consumers of cocoa,
based on the apparent domestic cocoa consumption, which is calculated as grindings plus net
imports of cocoa products and of chocolate products in beans equivalent.

TP Unied Kinglom  FTRCt .o

9.2% 10.3%%

Source: UNCTAD based on the data from International Cocoa Organization, quarterly bulletin of cocoa statistics

Figure 10 Share of main consuming countries in 2004/05
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76.  The pattern of grinding is similar to the pattern of consumption, even though some
grinding is occurring in Africa and in Asia (Figure 11). About 200,000 tonnes of beans
processed in Asia come from West Africa and Latin America and a lot of beans from
Indonesia and PNG are processed in West Europe and USA.
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Figure 11 World cocoa bean production, grindings, and consumption 2007
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Global Cocoa Production and Grind
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Figure 12 World cocoa bean production and grindings 1990-2007

77. Taking into account the data for the last 15 years average consumption growth rate of
2.6% is slightly above average production growth rate of 2.3%, suggesting a mature market
with a relatively slow growth, but an upward trend (Figure 12).

45 Trade

78. Most of the main exporters are also the main producers of cocoa beans. Although
countries like Brazil and Malaysia are main producers, they are not large exporters due to the
size of their processing industry, which absorbs local production. In Latin America for
example, the Dominican Republic exports more cocoa beans than Brazil.

79. The value of the world exports of cocoa beans was about USD 4.6 billion in 2006 (see
Table 6). Total quantity of cocoa beans exported in 2006 amounted to 3.5 million tonnes with
an average unit export value of USD 1311/tonne. Annual growth in export value between
2002 and 2006 was 8% while during the same period export quantities grew at an annual
average of 17%.
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Table 6 The First 10 Exporters of Cocoa Beans

Annual
Annual Annual
Value . h growth h hare i
exported Quantity _ _growt in _growt Share in

Exporters | in 2006 exported Unit value in value uantit in value world

P - ' in 2006 | (USD/tonne) | between 4 Y| between exports,

in USD between o
thousand (tonnes) 2002(—) 2002- 2005; %
2006, % 2006, % 2006, %

'World 4,594,062 | 3,504,461 1,311 8 17 16 100
'Cote
d'Ivoire 1,422,913 925,129 1,538 -3 30.97
'Ghana 1,096,322 685,482 1,599 13 21 38 23.86
'Indonesia 619,017 490,778 1,261 5 10 32 13.47
'Nigeria 299,536 184,571 1,623 -1 1 -27 6.52
'Cameroon 221,863 168,159 1,319 4 8 6 4.83
'Ecuador 143,288 89,342 1,604 10 12 26 3.12
"Togo 114,185 69,082 1,653 86 83 39 2.49
‘PNG 77,338 47,963 1,612 5 8 -20 1.68
'Dominican
Republic 72,028 39,468 1,825 -2 -3 41 1.57
'Guinea 23,150 16,391 1,412 64 49 -9 0.5

Sources : ITC calculations based on COMTRADE statistics. Product: 1801 Cocoa beans, whole or broken, raw
or roasted. Note: unit value for “world” is computed using all countries, including those not reported in the
table.

80. The unit value of imports was USD 1,655/tonnes in 2006 (see Table 7). The largest
importers of cocoa beans are the US, Netherlands, Malaysia, Germany, and Belgium, where
the largest grinding plants are located. Together the five countries import more than 60% of
world market.

Table 7 The First 10 Importers of Cocoa Beans

Annual
Annual Annual
Value . growth .
imoorted Quantity growth in growth | Sharein
Imborters inp2006 imported | Unitvalue in value Lantit in value world
P - ' in 2006 | (USD/tonne) | between 4 Y | between imports,
in USD between o
thousand (tonnes) 2002; 2002- 2005; %
2006, % 2006, % 2006, %

"World 4,874,867 | 2,944,739 1,655 6 11 3 100

'USA 779,620 473,645 1,646 11 12 -18 15.99

'Netherlands 690,875 433,659 1,593 1 20 -17 14.17

'Malaysia 671,187 454,238 1,478 41 48 71 13.77

'Germany 490,661 290,957 1,686 9 10 6 10.07

'Belgium 351,934 198,886 1,770 14 15 11 7.22

'France 274,320 159,092 1,724 0 2 11 5.63
'United

Kingdom 222,938 130,621 1,707 -5 -2 28 4.57

'Canada 132,007 78,115 1,690 9 8 48 2.71

'Spain 126,678 74,669 1,697 3 6 3 2.6

'Ttaly 125,828 66,123 1,903 2 0 -2 2.58

Sources : ITC calculations based on COMTRADE statistics.Product: 1801 Cocoa beans, whole or broken, raw
or roasted. Note: unit value for “world” is computed using all countries, including those not reported in the
table. Note: in 2006, US appear to be the largest importer of beans, given a significant stock build up in the US
in that year. In general, the Netherlands is the world’s biggest grinder (communication from Job Leuning).
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46 Prices

81. Historical prices of cocoa have been highly variable. After the cocoa booms of the
late 1970s to mid 1980s, prices have been declining throughout the 1990s, to reach a
historical minimum (in real terms) in December 2000, when the nominal price reached USD
801/tonne equivalent to a real price (US dollar deflated by the US CPI) of USD 462/tonne.
Since 2001 prices have recovered and they are currently reaching a new peak level of USD
2,690/tonne (May 2008), equivalent to a real price of USD 1,223/tonne. The current price is
80% higher than the 20-year average of nominal prices and 34% above the 20 year average of

real prices (June 1988 to May 2008). There is no any trend over the past 20 years (June 1988
to May 2008).
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Figure 13 World Price of Cocoa Beans (US $/tonne), Nominal Prices
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Figure 14 World Price of Cocoa Beans (US $/tonne), Real Prices
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4.7 Challenges at the Global level™

4.7.1 Meeting the New Demand of Consumers

82.  In the mature markets of US and Europe recent trends see the increasing demand for
dark chocolate (chocolate with a higher content of cocoa). Moreover, consumers are
increasingly demanding chocolate which is produced in certain ways: organic, Fair Trade,
single origin, and using environmentally good practices. A number of initiatives and
partnerships among farmers, public sector, buyers, and processors is underway to meet the
challenges of this emerging market trend. In Viet Nam Helvetas'? is trying to meet this
challenge with the launching of a new program to produce certified organic and Fair Trade
cocoa. Ritter Sport, a major German chocolate producer is interested in establishing long-
term relations with Viet Nam to assure supplies of organic chocolate'. Even though so far
these efforts have not yet been translated into concrete actions, they are positive signals that
Viet Nam should take into account. However, before Viet Nam goes into promotion of niche
markets, long-term marketing and agronomic feasibility should be understood better.

4.7.2 Increasing Farmers’ Income

83.  Most of cocoa production in the world is carried out by smallholding farmers
cultivating 2 to 5 ha. With low productivity of farms, typically around 500 kg/ha, the income