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Executive Summary

Over the last 5 years Vanuatu has enjoyed strong economic growth. The excellent overall
growth performance has not been matched by commodity exports. If growth is to be more
broadly based and sustainable it needs to contain a much larger small holder agricultural
component. This study looks at organic cocoa to see how more broadly based and sustainable
growth might be achieved through the development of commodity niche markets.

Vanuatu and Samoa have the oldest cocoa industries in the South Pacific. Over the last

decade, Vanuatuds production has oscillated ar
with copra and coconut oil, have shown a downward trend. In 2008, Vanuatu exported 1,058
tonnes of cocoa, for a fob value of 240 millio

export earnings, lying behind coconut products, beef and kava.

A major advantage that cocoa offers smallholders is that it can be integrated into a food garden
or grown under mature coconuts. Through the Vanuatu Organic Cocoa Growers Association
(VOCGA) the returns from cocoa have been greatly increased while still remaining a
component of the traditional farming systems.

During two decades of monopoly cocoa marketing by the Vanuatu Commodity Marketing Board
(VCMB) farmers were not able to take advantage of significant price premiums available for
organic and single origin cocoa. It is only now that these markets have become a realistic
prospect. The VOCGA case study looks at how a Pacific island enterprise has taken
advantage of these opportunities. Ni-Vanuatu cocoa growers, with their long tradition of
fermentation are well placed to sell to secure markets at a premium price. In addition, there
are niche market possibilities for single origin and organic cocoa. Good fermentation,
adhering to high quality standards, is fundamental to accessing all these market options.

Single origin chocolate is made from cocoa beans sourced from an identified geographic
region. Single origin chocolates are now becoming an important part of the European and
American markets, which are willing to pay premium prices for quality beans that meet the
required specifications. The French organic chocolate manufacture KAOKA, is expected to
launch Vanuatu single origin chocolate in 2010.

There is an opportunity to develop niche organic markets, capitalising on the increasing health
concerns and environmental awareness of consumers. There is a strong interest in organic
cocoa in Europe, due to high pesticide residue levels found in some chocolates manufactured
from African and South American beans. Around 15,000 tonnes of certified organic cocoa
beans are marketed annually, representing less than 1 percent of total world cocoa production
(3 million tonnes).

Within the Pacific region, only Vanuatu is taking advantage of certified organic cocoa markets.
Pacific Island cocoa producers have a number of distinct advantages that should assist in the
development of a certified organic cocoa sector.

These include:

1 A positive marketing image, based on a perception of relatively unpolluted and
unspoilt environments

1 Opportunities to utilise existing production systems

1 High international demand for products that are technically feasible to produce
organically

1 A willingness from donors to provide technical assistance to support organic
agriculture.

The genesis of VOCGA was a visit to Vanuatu in 1989 by the CEO of the French organic
chocolate manufacturer KAOKO. Following this visit a proposal was prepared to establish a
producer organization project which would facilitate the development of a certified organic
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cocoa production base. The French government agreed to fund such a project which resulted
in the Vanuatu Organic Cocoa Growers Association (VOCGA).

VOCGA operates as an umbrella apex marketing cooperative under which there are primary
processing cooperatives that supply organically certified dry cocoa beans. Each primary
cooperative operates one or more centralized fermentaries. VOCGA now has a total of 1,205
members. Exports of organic cocoa commenced 2006, with 400 tonnes shipped to France.
The forecast exports for 2009 is 312 tonnes.

VOCGA arranges the shipment of organically certified cocoa beans to the French chocolate
manufacturing company KAOKA. The transparent pricing formula used price results in a
significant price premium being paid dried cocoa beans. VOCGA operates on modest
marketing margins for which it provides high quality marketing services. In October 2009 with
the average world cocoa price for the month at US$ 3142/tonne, VOCGA growers were
receiving a dried bean price of 174vatu/kg. The dried bean price paid by the Cocoa Growers
Association (CGA) for conventional cocoa at the time was 120 vatu/kg price. VOCGA primary
processing cooperatives receive around 75% of the fob price.

The returns to labour for VOCGA members growing cocoa under coconuts is now double what
it was under previous marketing arrangements. For members growing cocoa in a traditional
food garden these returns to labour have trebled.

The cocoa supplied to KAOKA must not only be organically certified, it must also be of high
guality. VOCGA requires its member processing cooperatives to strictly adhere to a series of
processing steps and maintain their facilities in good order. KAOKA, after four years of
importing VOCGA certified organic cocoa, is now sufficiently confident of the quality and supply
consistency to launch a Vanuatu single origin chocolate. This result is a far cry from the
inferior quality usually associated with Vanuatu cocoa.

The 1205 VOCGA shareholders are village based small holders who supply wet beans to the
processing cooperatives. In October 2009, the prevailing wet bean price for the primary
cooperatives was 60 vatu/kg. This compared with 50 vatu/kg paid by CGA to their suppliers of
non organic cocoa.

Through the improved marketing provided by VOCGA the participating small farmers have
been able to substantially increase their income. The improvements in marketing have been in
a number of areas, including:

1 the abolition of the inefficient VCMB monopoly;

9 the access to high value niche market through the involvement of KAOKA;
1 the enforcement of strict quality standards by VOCGA; and,

9 the competent management of VOCGA

There remains considerable scope to further improve farmer returns by increasing their
productivity. Yields remain low i around 500 kg/ha. These could be significantly improved
through better management i particularly in the areas of pruning and sanitation.

Small holder cocoa production in Vanuatu has always essentially been organic in the sense
that chemicals and fertilisers are not used. The major challenge for organic certification is in
the auditing and compliance of some 1,200 small farmers and 25 primary processing
cooperatives. KAOKA and VOCGA enter into a contractual agreement that requires VOCGA
and its member cooperatives to strictly adhere to the organic standards (Bio Equitable) of the
certifying agency ECOCERT. KAOKA also meets the cost of technical support and guidance
to cooperatives. This includes the provision of a highly competent CEO for VOCGA.

VOCGA is responsible for the maintenance of systems that ensure the traceability of the
product. This involves the internal production controls and the description of production plots
and processing facilities. Good traceability is not only essential for certified organic
production but is also becoming an increasingly important for other markets. VOCGA has
never received reports of banned substances at any level of contamination.
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It is in the empowering of rural youth that is perhaps the most important lesson learnt from the
KAOKA/NVOCGA experience. The age profile of the Board of Directors of VOCGA and the
primary cooperatives is particularly striking. Management is made up almost entirely of young
men in their twenties. The older farmers and elders after a series of meetings with the KAOKA
team emphasized the importance of utilizing the youths to control the rural urban drift and as
an incentive offered them key positions in the overall operation of VOCGA.

KAOKA-VOCGA and the primary cooperatives network have in place a highly efficient
financing and cash flow management system. The system has resulted in the sustained
payment of cash on delivery for wet beans at the processing centres. Cash on delivery is a
critical incentive to small holders and often is of greater importance than the actual price
received.

VOCGA faces a number of major constraints and challenges:

A Organic drying techniques more suitable for
A High overhead cost of office and storage space rental.

A Sufficient supply.

A Maintaining organic discipline.

A Poor infrastructure for transport and communications.

A Predatory buyers.

A The continued involvement in the industry of the VCMB.

There is a considerable scope to increase this income by raising productivity within the context
of existing farming systems through the introduction extension program based on the
Integrated Pest and Disease Management (IPDM)/Farmer Field School methodology. VOCGA
with its network of grower cooperatives would be ideally placed to implement such a program.

Specific applied research technical assistance is required in two areas:

i effective and organic compatible means for rat control

T i mproving the efficiency of sun drying tect

The setting and enforcing of grading and organic standards is entirely an internal matter for
KAOKA/VOCGA based on the specific requirements of their market. This is a departure from
the Pacific islands norm were standards are set and enforced by a commodity board or
government agency.

The export of organic and single origin cocoa has been entirely driven by the private sector,
made possible by the deregulation of cocoa marketing. The development has been facilitated
by two aid supported projects. Government, however, has a critical role to play in the
sustainability of such ventures. In the case of VOCGA, this applies in three important areas:

1 Providing a facilitating environment for an efficient and competitive telecommunications
sector.

1 The provision of road infrastructure.

91 Applied cocoa research activities.

Cooperatives have been highly successful agribusiness marketing cooperatives in countries
such as the United States and New Zealand. In the Pacific islands, in contrast, the record of
marketing cooperatives has been poor. The experience of VOCGA and Natures Way
Cooperative (NWC) in Fiji has proven to be exceptions to the rule. What VOCGA and NWC
have had in common is long term high quality management.

KAOKA can readily adsorb double the current supply of certified organic cocoa from Vanuatu.
It would seem that VOCGA would have little difficulty in selling 1,000 tonnes of high quality
certified organic/single origin cocoa in Europe and the United States. Exports of 1,000 tonnes
could be achieved in a combination of ways:
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1 Increasing the yields of existing members through the introduction of improved farm
management practices and on farm selection of better yielding trees.

1 An amalgamation of VOCGA with CGA.

1 Extending operations to new areas opened up by road infrastructure.

Organic certification and single growing export marketing is not new to Pacific islands.
However, VOCGA is perhaps the largest and most significant development in this respect. The
VOCGA experience has shown that Pacific island small holders, with the right organization and
support, can successfully produce for certified organic and single origin markets on a
significant scale. However, to be successful this requires the involvement of companies such
a KAOKA who are willing to be proactively involved in the development of these industries
including making significant investment. Examples of such companies and organizations are:

9 Tanna Coffee and Venui Vanilla in Vanuatu
1 Coconuts Pacific (Solomon Islands) Ltd.

A number of key factors have contributed the success of VOCGA. These are:

1 The deregulation of cocoa marketing
1 The proactive involvement of KAOKA in the establishment of VOCGA and in its
continued operations.

1T KAOKA/ VOCGAb6s transparency in dealing with vj

1 The initial infrastructure support provided by the POP and POPACA Projects.

1 The intensive involvement of high quality management.

1T KAOKA/ V O Gbltydcs manage cash flow to ensure that village farmers are paid
cash on delivery for their wet cocoa beans

1 The ability to integrate complex internal control systems into traditional farming
systems.

1 The establishment from the outset of clearly defined and enforceable quality standards.

1 The empowerment of village youth to serve in management positions with the full

support of their elders.
The main lessons from the VOCGA experience are:

High quality cocoa exports can be a lead sector in broadly based economic growth.

There are remunerative market opportunities available for organic and single origin

commodities such as cocoa

9 ltis feasible to source significant volumes of certified organic product from Pacific island
village farmers provided appropriate organizational support and internal control systems
are in place.

1 A substantial agribusiness can be successfully run as a cooperative in the Pacific
islands if it has good management.

1 Niche commodity export markets can only be developed if commodity marketing is
deregulated and government and parastatal involvement removed.

1 For niche commodity export industries quality standards should be set by the

businesses developing the market and not by commodity boards and government

agencies.

These initiatives must be entirely private sector driven.

Aid donors have an important facilitating role to play.

Village youth can be empowered to take a successful leadership role in commercial

agricultural development provided they get the necessary support from their elders.

1 Companies wishing to source significant volumes of organic and single origin

commodities from the Pacific islands need to be proactively involved in the

development of these industries including making significant investment.

)l
)l

= =4 =4
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5 Introduction

5.1 The Vanuatu economy and agricultural sector

5.1.1 The agro geographical environment

Vanuatu comprises a chain of some 80 islands lying in a north-south direction in a rough Y

shape over a distance of about 1,300 km. The country has a total land area of about 12,000

square kilometers with an exclusive economic zone that covers a sea area 60 times as large as

its land surface. The two largest islands of Espiritu Santo and Malekula measure 4,248 and

2,053 square kilometres, respectively, and together with the next six largest islands comprise

87 % of the total l and ar ea. A summary of Van
are provided by VANRIS:

1T35% of the country is Ahighlandodo (above 3
population

1 8% of the country has low slope (less than 2 degrees) and supports 32% of the
population; and,

1 55% of the country is steep land (greater than 20-degree slope) and supports 16%
of the population.

Some 41% of the total surface area has soils of good fertility located in climatic and
topographical conditions, which are favorable to agricultural and pastoral development. This is
a much higher percentage of arable land than any other PIC. According to VANRIS, 25% of
the country is used for village and other agriculture, while 35% is forested, and other vegetation
covers 40%. Of this arable land, 24% is on coastal plains while 73% is on plateaus. Low
available soil phosphorous (P), on acid soils, is usually the main soil fertility factor contributing
to poor plant growth throughout the region. However, such conditions are less common in
Vanuatu where many soils have as their base geologically recent emerged coral reef deposits.

Vanuatubds climate ranges from hot tropical to
south. An overriding consideration in making decisions on land-use options in Vanuatu is

cyclones. Vanuatu is one of the most cyclone prone regions on earth. There have been

around 50 cyclones recorded in the last 120 years (South Pacific Disaster Reduction

Programme p, 54).

Around 10% of the country has an average rainfall of less than 1,800-mm per annum, with a

dry season falling between July and October. Cropping patterns have to be adjusted to this

season pattern, but irrigation is necessary for most exotic horticultural crops. Every 5to 7

years or so the dry season is pronounced and extended. These severe droughts can put

agricultural activities under severe pressure. Human activities have created grasslands with

exotic species in the drier sides of the bigger islands of Santo, Malekula, Efate, Erromango and
Tanna. Such grasslands now f oroncowds.olbhetdondn@nt of t
vegetation type, covering about 34% of Vanuatu, is a highly disturbed low canopy thicket bush.

The preliminary count of the 2009 Population Census is 243,304. The population at the 1999
Census was 186,678 1 with a growth rate of 2.8% per annum over the decade. Approximately
75% of the population lives in rural areas with 25% living in the two main urban centers of Port
Vila and Luganville. The rural population growth is 2.4 % and urban growth 4.1% (4.7% in
Port Vila). The rural population is dispersed amongst the island group, which until recently
had limited communications with the urban centres. Shortage of land is already experienced in
some more densely populated smaller islands. At current land use practices, and population
growth rates, it is estimated that land shortages will become evident on the national scale in 20
to30year 6s ti me.

Vanuatu, of all the Pacific Island Countries (PICs), is the most dependent on agriculture with
some 75% of the population living in the rural areas. The country is endowed with extremely
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rich land resources and has a vibrant traditional production base which ensures a high level of
food security. Agricultural exports (coconut products, cocoa, kava and beef) account for about
80 % of Vanuatu's total exports by value and agriculture officially accounts for 20% of GDP.
However, the importance of agriculture is underestimated in GDP calculations™.

Over the last 5 years Vanuatu has enjoyed strong economic growth and has been the stellar
performer among the Pacific Island Country (PIC) economies (tables 1 and 2).

Table 1 Vanuatu real growth and inflation, 2000 - 2008

2000 2001 2002 2003 2004 2005 2006 2007 2008
Av. annual real GDP 27 27 -49 24 55 6.8 7.2 68 66
growth (%)
Av. annual inflation rate 25 23 23 29 08 18 1.8 41 58
(%)

4 //
2 \

\ / —4—Av. annual real GDP growth (%)
0

2000 \2001 2002 /2003 2004 2005 2006 2007 2008

NN
v

Source: Reserve Bank of Vanuatu Qrt. Reports (various lssues)

! In Vanuatu the official estimate of the value of subsistence is about 7% of GDP. However this estimate
is derived indirectly from estimates of time spent in gardening made in the 1983 Agricultural Census.
This methodology is likely to significantly under estimate the value of self-sufficiency. In Papua New
Guinea, with a similar percentage of the population living in rural areas, subsistence is estimated at
about 15% of GDP. Papua New Guinea usesficonsumptio
measure the value of non-market agricultural production (Bain, 1996, p 29). Utilising a simplified version
of this methodology, a conservative approximation of the value of subsistence could be derived by
comparing the estimated caloric of needs of the population, with calories supplied by imported rice and
wheat flour the difference represents an estimate of calories supplied by subsistence agriculture. The
estimate is about 4 billion vatu (about 16% of GDP) at the wholesale prices. These could be regarded
as a minimum estimate of the value of subsistence, because no allowance is made for protein and
vitamins that are also supplied by subsistence agriculture.
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Table 2: Comparative real GDP growth performance of the Vanuatu economy, 2000-2008
(annual % change)

Av. over
2000 2001 2002 2003 2004 2005 2006 2007 2008 period

Vanuatu 27 2.7 49 24 55 6.8 72 6.8 6.6 4.63
Fiji -16 19 3.2 09 5.5 06 34 -6.6 0.2 094
PNG 24 -0.05 2 44 005 3.9 23 6.5 73 3.00
Solomon

Islands -143 9 -24 5.6 8 5 6.1 103 6.7 2.00
Samoa 5 81 55 2 4.2 86 22 2.2 48 5.23
Tonga 5.4 2.6 3 3.2 14 5.4 0.64 -3.6 121 241

10 A:
5 /\

e
\ / > =—f=\/anuatu

) ""-_H'?ZW p. —a—Fiji
0 \\/r T - - T \./ PNG
&

2003 2004 2005 2006 \ 2007 008

sl N \

v =—3¥=—Samoa
-10 /

Tonga
-15

==>Solomon Islands

Source: Central Bank and IMF Statistics

Howes and Soni (2009) argue that Vanuatdsges gr o
the myth that the Pacific island economies cannot grow, and it confirms fthe range of factors

which are important for growth in the Pacific i tourism, active land markets, deregulation, and
macroeconomic and social stability (p,1).0 The strong growth perfo
directly to growth in tourism and construction. In 2002, tourism was estimated to be 17% of

V a n u a tDPéams 12% of employment. The average annual growth in visitor arrivals by air

into Vanuatu was 12.5% between 2003 to 2008, compared to only 1.8% between 1995 and

2003 (Howes and Soni). Visitor arrivals in 2008 reached 90,657. Exceptionally coconut oil

over the last few years was also a contributing factor to this high growth performance.

Vanuatu has often been characterized as a dualistic economy, with high disparities in income
distribution between those in the formal, largely urban based economy, and those in the
informal rural economy. Bazeley and Mullin (2006) note that Vanuatu has a Gini coefficient (a
measure of income inequality)® estimated at between 0.56 and 0.58, which is one of the
highest in the world. The global average is about 0.4. A Gini Coefficient above 0.5 is
thought to be a significant impediment to stable and sustainable growth. In the case of
Vanuatu such an aggregated measure needs to be interpreted cautiously given that most
people derive at least part of their livelihoods outside the cash economy. It does, however,
mean that Port Vila based economic growthisunl i kely to trickle down
rural population.  Growth derived from agriculture and in tourism based outside Vila will be far
more broadly based and socially and economically sustainable.

The excellent overall growth performance of the Vanuatu economy over the last few years has
not been matched by the performance of commodity exports (table 3 and figure 1). There was

% The Gini Coefficient is a measure of income inequality; zero representing perfect income equality and 1
representing infinite income inequality

12 of 54



The Vanuatu Organic Cocoa Growers Association (VOCGA): A Case Study of Agricultural Growth in the Pacific.

a large surge in the value of coconut product (copra and coconut oil) exports in 2007 and 2008
due the spike in coconut oil prices driven boom in petroleum prices, which have since
significantly subsided.

Table 3: Vanuatu commodity exports 1998- 2008

Cocoa Copra Coconut oil Beef Kava Timber Total Cocoa as a

Tonnes Value Tonnes  Value Tonnes  Value Tonnes  Value Tonnes  Value Value Value % of total
(vatu millions) (vatu millions) (vatu millions) (vatu millions) (vatu millions (vatu millions) (vatu millions] exports
1998 1501
1999 891
2000 1557
2001 797
2002 756 141 7,339 174 9,856 470 684 191 601 253 197 2,889 5%
2003 1,532 295 10,620 282 7,722 382 1,021 287 491 228 249 3,252 9%
2004 1,011 160 15,104 446 17,111 1,026 927 283 825 440 247 4,172 4%
2005 1,246 181 4,319 126 12,967 732 947 302 685 477 203 4,124 4%
2006 723 184 11,441 381 3,696 282 1,050 117 575 273 39 2,156 9%
2007 1,237 222 10,522 485 7,336 492 495 180 316 443 80 3,032 7%
2008 1,058 240 18,698 1,077 11,899 728 801 386 358 487 80 4,249 6%

Source: Reserve Bank of Vanuatu, Quarterly Economic Bulletin

Figure 1. The value of Vanuatu commodity exports, 2002-2008 (vatu millions)

1800
1600
1400
1200 —4— C0Coa
1000 —#— coconut products
800 : beef
600 —»—kava
100 —— timber
200
: : —

2002 2003 2004 2005 2006 2007 2008

I f Va nexcalleni grasvth performance is to be more broadly based and sustainable it
needs to contain a much larger small holder agricultural growth component. This study looks
at a case study of organic cocoa to see how more broadly based and sustainable growth might
be achieved by the development of commodity niche markets.
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The Vanuatu Organic Cocoa Growers Association
(VOCCA)

6.1

Cocoa in Vanuatu

Vanuatu and Samoa have the oldest cocoa industries in the South Pacific. The Vanuatu cocoa
industry dates back to the late 19th century, where it was established as a plantation crop on
Santo. The commodity enjoyed rapid growth early in the 20th century at the expense of coffee,
which faced disease problems, higher labour costs, and low prices. Weightman reports that by
1921 over 2,700 ha were planted to cocoa and exports exceeded 1,000 tonnes (1989, p.203).

The world price for cocoa reached an astronomical £135/tonne in 1921 only to collapse to

£33/tonne in 1922. Production exceeded 2,500 tonnes by the mid 1920s, despite the fact that
prices had fallen well below £20/tonne. The industry reached its peak at the beginning of the
1930s with some 4,500 ha planted. By 1935, cocoa production reached 2,700 tonnes from
some 60 commercial plantations in operation. This is the highest production ever achieved by

Vanuatu. Over the next 30 years, the cocoa industry faced continual decline in the face of

labour shortages and the higher returns that copra offered plantations.

Over the | ast decade, Vanuatubés production has
Cocoa exports, as with copra and coconut oil, have shown a downward trend (table 4). In 2008,
Vanuatu exported 1,058 tonnes of cocoa, for a fob value of 240 million vatu. This represented

6% of Vanuatuods total export earnings, |lying b

Table 4. Vanuatu cocoa exports 1997 - 2008

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

tonnes 1247 1501 891 1557 797 756 1532 1011 1246 723 1237 1058
value (vatu
millions) 185 281 119 149 95 141 295 160 181 184 222 240
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The 1993 Agricultural Census data indicates that there were substantial plantings of cocoa.
This has been confirmed by the preliminary findings of the 2007 Agricultural Census. There has
also been substantial investment from the EU and French Government in cocoa processing
and marketing cooperatives. While some of these cooperatives have been quite successful
these efforts are yet to have an overall increase in cocoa production. Trends in quality are
another major concern. A 2005 a Study by Landell Mills Development and Marketing of
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Vanuatu Cocoa and Coconut Products laments the substantial decrease percentage of grade 1
cocoa being exported. The Report notes:

The Grade 1 percentage in 2004 to only 17% from previous levels of around 60%. Small
bean size caused by the dry year in 2004 is a contributing factor but poor fermentary and
drying practices are more at fault, particularly with individual smallholders. Improving
fermentary and drying practices must be priority, including appropriate demonstrations
organised by the extension service (p. 9).

The encouragement of cocoa as a smallholder crop, began in the 1950s and by 1960,
smallholder production had surpassed that of plantations. During the 1970s, cocoa was
promoted as the major diversification crop for copra. The focus of this development was on the
island of Malekula. Cocoa prices during the 1970s were very erratic, ranging from an average
of 33,000 vatu /tonne in 1971 to 198,500 vatu in 1977. By the end of the decade, in response
to the high prices, production exceeded 1,000 tonnes for the first time since 1945. The 1970s
saw the move toward centralised smallholder cocoa processing, via co-operatives and the
introduction of steel pipe driers to improve quality.

In the 1980s, there was a series of Australian Aid funded projects to promote smallholder
cocoa development. These extension orientated projects emphasised improving the quality of
Vanuatu cocoa. The Department of Agriculture was actively involved in the supply of improved
planting material. According to the 1994 Agricultural Census, 45% of cocoa households had
improved planting material sourced from the Department of Agriculture.

The planting of cocoa was encouraged to be part of food garden activities or to be planted
under widely spaced coconuts. Wisely, smallholders were not encouraged to clear or fell bush
to plant cocoa. To quote the Director of Agriculture at the time:

The size of smallholder plantings should preferably be limited to the area a family needs
for food gardening, as it will tend to be relative to the family labour resources which will
be available to care for the immature cash crop. It is also generally a mistake to make
cocoa planting a project apart from food gardening activities, as this commits and
stretches the family to two separate bush clearing and gardening operations during the
year, always at the expense of the cash crop if the demands are too great (Weightman
1989, p. 211).

The validity of this approach is confirmed by farm budgets that show cocoa at current yields is
only viable if planted as part of a food garden or under established coconuts (Vanuatu Land
Use Planning Project Cocoa Profile 1998). As a result of these efforts, cocoa production in
1990 exceeded 2,000 tonnes.

In 1991, cocoa was declared as a prescribed commodity under the Vanuatu Commodities
Marketing Act. This meant that the Vanuatu Commaodities Marketing Board (VCMB) assumed
responsibility for cocoa marketing. The justification for this measure was quality improvement
and obtaining a better return for producers (Nganga 1990). However, as a result of the decision
to make cocoa a prescribed commodity, Vanuatu for more than two decades was unable to
make the best of market opportunities and smallholders suffered in terms of prices received.
This situation has changed in recent years with the retry of private sector into cocoa marketing.

Cocoa had experienced similar quality problems as copra. Weightman reports @ocoa of any
guality not accepted on the beach by one trader was likely to be bought by the next trader that
came along, and the good and the bad, including even unfermented and smoke dried beans,
were mixed and sold as one 10t6(1989, p. 213). However by the 1980s, extension efforts had
greatly improved the standard of processing and Weightman reported that the main problems
of quality related to bean size.

Despite the depressed prices of the 1990s, Vanuatu smallholders still found cocoa to be
profitable in terms of returns to labour, as long as the capital expenditure on expensive dryer
materials was not made (Vanuatu Land Use Planning Project. 1998. Cocoa Profile).
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6.2

6.2.1

Current Situation

Production and industry structure

The Vanuatu cocoa industry is concentrated in three provinces: Sanma, Penama and

Malampa. The island of Malekula in Malampa Province is the main producing area,

accounting for around 70% of total production (table 5).
Table 5. Vanuatu cocoa production: 1995-2004

Year Torba Sanma Penama Malampa Shefa Vanuatu 5 Year
Average
1995 1 464 167 1148 6 1786 1561
1996 1 237 72 623 6 939 1477
1997 2 447 135 1180 2 1766 1599
1998 2 380 113 998 8 1501 1436
1999 138 59 692 2 891 1377
2000 294 164 1098 1 1557 1331
2001 155 101 539 1 797 1302
2002 168 115 584 1 868 1123
2003 281 193 871 1 1346 1092
2004 257 40 695 4 996 1113

Source: Annual Statistical Indicators, 2004.

According to the 1993 Agricultural Census, an estimated 34% of rural households harvested
cocoa. These small holders accounted for some 80% of national production. According to the
2007 Agricultural Census, Vanuatu has 11,273 cocoa producers (table 6). According to the

Census, over 47% of the cocoa trees are over 20 years old.
Table 6. Cocoa sub-holdings, by plants and by province

Age of the cocoa tree (years)

Province
Total 0n-4 5-19 200 - 29 30 - 49 50 and over
WANUATU (rural sector) Sub-holding 11,273 1,002 5,018 3,278 1,546 429
Number of plants ('000) 3,042 250 1,123 1,077 465 127
TORBA Sub-heolding 32 0 18 7 7 0
Number of plants ('000) 6 0 6 o] 0 0
SANMA Sub-heolding 1,600 233 645 390 2493 39
Number of plants ('000) 395 78 152 84 70 10
PENAMA  Sub-holding 1,872 134 8oo 343 225 101
Number of plants ('000) 422 26 173 142 54 27
MALAMPA Sub-holding 7,370 597 3,342 2,172 Q80 280
Number of plants ('000) 2,145 130 777 813 336 a0
SHEFA Sub-holding 394 39 140 166 40 8
Number of plants ('000) 73 16 14 37 4 2
TAFEA Sub-holding 5 0 5 o] 0 0
Number of plants ('000) 6 0 0 0 0

Source: Agriculturs Census 2007, National Statistics Office, Vanuatu

Note: Data includes only those households that reportad numbear and age of cocoa plants. Figuras are basad on
preliminary tabulation and may be different in the final report.

Virtually all cocoa is produced in central Vanuatu, with around 70% coming from Malekula
(table 7). According to the 1994 Agricultural Census, 82% of households on that island owned
cocoa, with similar ownership rates being expressed for Malo and West Coast Santo (p. 51).
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Table 7. Cocoa production by local government region, 1995

LGR tonnes LGR tonnes
Banks/Torres 1 Paama 0
Santo/Malo 463 Epi 6
Ambae/Maewo 147 Shepherds 0
Pentecost 14 Efate 1
Malekula 1148 Tafea 0
Ambrym 6 TOTAL 1786

Source: Vanuatu Land Use Planning Project 1998

More recent attempts to establish large-scale plantation cocoa production have not been
successful. The Metenesel Cocoa Project, in Northest Malekula commenced in 1983, as a joint
venture between the Government of Vanuatu, the Commonwealth Development Corporation
(CDC) and landowners. The target development was to plant 1,700 ha, producing 3,500 tonnes
at full production. Only 500 ha were planted in the face of sustained low world prices, yields
were well below projections and the project faced high overhead and management costs. The
Vanuatu Government tried to continue management of the project after the withdrawal of CDC.
However, with insufficient funds to meet minimum maintenance and operating costs, there was
a rapid decline in production. PRV and the Vanuatu Co-operative Federation also maintain
cocoa plantations on Malekula.

A summary of the smallholder structure of the cocoa industry is presented in table 8. This
summary was derived from the 1984, 1994 and 2007 Agricultural Census.

Table 8. A summary of the structure of the Vanuatu cocoa industry

1983 1993 2007
Number of households growing cocoa 2,537 7,414
Number of smallholder plots of cocoa 3,905 12,414 11,273
% of rural households growing cocoa 12% 34%
Average cocoa area per household .7 ha 4 ha
Number of trees recorded in plots 1,297,988 3,343,700 3,042,000
% of cocoa households planting cocoa in the previous 12 months 24%
Average number of cocoa seedlings planted 125
% of area with trees < 2 yrs old 11% 6%
% of area with trees aged 2 -4 years 17% 19%
% of area with trees area 5 -11 years 40% 45%
% of area with trees 12 years and over 32% 30%
% of plots operated on a single household basis 87% 86%
Average number of cocoa plots per holding 15 1.7
Average number trees per plot 297 269

The notable features derived from these census data are:

A The rapid expansion in smallholder cocoa over the 1983/1993 inter-inter-censual period,
with an almost 300% increase in the number of households growing cocoa and over 300%
increase in the number of cocoa plots. Based on the number of smallholder plots and
cocoa trees there has, however, been some contraction over the period 1993 to 2007.
This is despite considerable French and EU investment in the cocoa industry.
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A Afallin the average size of cocoa plots, indicating an increasing integration of cocoa into
food gardens.

A The predominance of trees in the most productive age category (5 to 11 years) and a
tapering off in the percentage of new plantings.
6.2.2 The suitability of Vanuatu for organic cocoa production
Over 40% of the total land area in Vanuatu is suitable for cultivation, with good quality soils and
ample rainfall.
6.2.3 Climate

Sewell and Lau (1993) in their Handbook for Cocoa in Vanuatu describe the optimum climatic
conditions for good cocoa production. These are summarised below.

A Rainfall: cocoa requires rainfall of 1500 to 4000 mm per annum, with the rainfall in each
month above 100 mm. If there are more than 3 consecutive months with rainfall less than
100mm, the area is not suitable for cocoa.

A Temperature: cocoa grows best where the temperature is between 22 C and 31 C

A Sunshine: cocoa requires 4.5 to 6.5 hours of sunshine per day for full production

A Altitude: cocoa can be successfully grown up to altitudes of 600 m

A Wind: cocoa cannot withstand strong steady winds or cyclones, but can recover quickly

after being damaged by a cyclone. It is best to plant cocoa away from areas where there
are steady winds and in areas that are relatively protected from cyclones.

These climatic conditions, with the exception of those pertaining to cyclones, are met in most of
the main cocoa growing islands of Malekula and Santo/Malo, as well as in most other central
and northern islands.

6.2.4 Soils

Cocoa needs soils that are at least 1 m deep, well drained, and a water table below 2 m. The
soil must contain plenty of organic matter; have a good crumb structure, and a pH between 6.0
and 7.5. The topsoil should be at least 15 cm to 20 cm. Such soil conditions can be found
throughout Vanuatu. Thus it is feasible to grow reasonable yielding cocoa in Vanuatu without
the use of synthetic chemical fertilizer.

6.2.5 Pests and diseases

The main cocoa diseases in Vanuatu include black pod (Phytophthora palmivora), bark canker
(Phytophthora spp), and rootrot (Phellinus noxious). Of these, black pod is the most serious. In

the 1994 Agricultural Census, 94% of cocoa households reported black pod as a problem.

Wei ght man nhe toetrdl oftblack pod tdgether with rats would probably double the
amount of harvestable cocoad (1989, p.214). Th
cocoa growing world and can be reduced to acceptable levels through good management. As

the Handbook for Cocoa in Vanuatu notes:

Cocoa fungi like to live in places that are away from the sun and wind, and that are a bit dark

and moist. The best way to control unwanted fungus in a cocoa garden then, is to make the

cocoa garden the opposite to what the fungus likes. This means getting some sun into the trees

and branches by shade control, by pruning the trees properly to let the light in and let the airflow
through the garden to reduce the humidity and t
and Lau 1993.)

Commercial plantations often use chemical fungicides to help control black pod i most of these
would not be acceptable for organic certification. However, black pod can largely be controlled
by the sanitation measures described by Sewell and Lau above.

Rats are the main cocoa pest in Vanuatu and control has proven problematic. The 1994
Census indicated that 83% of cocoa households had a problem with rats. An estimated 10 to
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20% of the crop is lost directly because of rats (Weightman 1989). In poorly maintained cocoa
gardens, losses to rats can be as high as 90%. There are further indirect losses to cocoa, due
to the increased incidence of black pod caused by rats. Damage can be substantially
eliminated by good crop husbandry. Rats generally only attack ripe and almost ripe pods, thus
regular harvesting will greatly reduce losses. As a measure of last resort, cheap, but effective
rat poison can be used. Talon/warfarin baits have been commonly used even by small
holders. Use of such rat poison is incompatible with organic certification.

Vanuatu is fortunate to not have the more serious pests and diseases found in other major
cocoa growing areas. The cocoa pod borer Conopomorha cramerella, and vascular-streak die
back caused by the systemic fungal disease Oncobasidium theobromae are absent from
Vanuatu cocoa growing areas. These diseases
growing areas. Growing cocoa in these locations would be extremely difficult and probably not
feasible.

Termites and rose beetle can also be a problem. However, good tree management should be
able to reduce the problem to an acceptable level and be of insignificant concern to
smallholder farmers.

The farmers and farming systems

Cocoa does not require the same back-breaking work as copra and provides a better return
from effort than copra. It is well suited to work by a family unit. Once established, much of the
labour input, such as the harvesting and cracking of pods, can be undertaken by women and
children. Cocoa does not require the close attention and skill of horticultural crops like yams, or
spice crops such as vanilla. However, it is far more demanding than copra, as Weightman
describes for Vanuatu:

Cocoa is not a flexitime, take it or leave it convenience crop like copra whose vyield is
regularly and evenly distributed to the ground where it can be left to lie at no loss for up to
a month. Cocoa is more exacting; and far from lose nothing do nothing, inaction loses the
lot. There needs to be a commitment to control rats, or at least a sense of urgency to beat
them to the beans; but with few exceptions there is neither. It is a common sight to see
trees loaded with ripe pods being eaten to bits by rats and nobody doing anything about it.
The wastage is enormous; probably half the national crop. And the regular harvesting of
diseased pods with good pruning would save a further few hundred tons. Harvesting of
pods is not heavy or exacting work but it is timing that counts. Standards of processing
can be improved through price incentives for better grades, but higher prices have not yet
proved sufficient incentive to reduce the initial wastage of crop on the tree (1989, p. 215).

A major advantage that cocoa offers smallholders is that it can be integrated into a food garden
or grown under mature coconuts. Following the planting of yams, cocoa seedlings can be
planted along with taro, bananas, and other food crops. In the same garden it serves as an
excellent companion crop to kava, offering shade to the young kava plants. Following 2 to 3
years of food production, a mixed cocoa kava block is left, with stand-alone cocoa remaining
after the kava is harvested. Like copra, cocoa also has the advantage of always having a
market, albeit in the past at relatively low returns. Through VOCGA the returns from cocoa
have been greatly increased while still remaining a good component of the traditional farming
systems.

6.3

The market for organic and single origin cocoa

During two decades of monopoly cocoa marketing by the Vanuatu Commodity Marketing Board
(VCMB) farmers were not able to take advantage of significant price premiums available for
organic and single origin cocoa. It is only now that these markets have become a realistic
prospect. The VOCGA case study looks at how a Pacific island enterprise has taken
advantage of these opportunities.
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6.3.1 Opportunities for Vanuatu and Pacific Island cocoa

Cocoa market trends

World cocoa prices are currently at their highest level in real terms for two decades (Figure 2).
Market fundamentals have driven cocoa prices to relatively higher levels than most other
commodities and have buffered the impact of the global recession. Ongoing political problems
in Ctte doélvoire (the

Figure 2: World annual cocoa prices and forecasts €0C0a exporter) have caused

Annual Prices ($/kg) downward pressure on supply.
40 A Simultaneously, global demand has

remained strong, with chocolate as an
Comstant 200 affordable small luxury proving to be
ag oo recession-proof. This can be seen in

Vol forecas: the ICCO monthly average cocoa

prices over the period January 2007 to
October 2009 (Figure 3). Over the
last 5 years, global cocoa demand has
been growing at around 4 percent per
annum. Over the period 2003/04 to
2006/07 there was only a 1.7 percent

Current (ICCO Daily) increase in world cocoa exports,
0.0 compared to a 13.3 percent increase
1880 1835 1990 1885 2000 2008 2010 205 2020 E]agol;:g:nlrgr\;\?or;[’lsd gggsaeggffgyg’vﬁere
*Dgflared by glebal manyfacture exports unit value index (dn U35, the last few years, with grindings
Source: Worid Bank. (demand) exceeding production (Table
9).
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Figure 3: ICCO monthly average cocoa prices (Jan 2007 to Oct 2009
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Table 9: Cocoa exports and imports

2003/04 2004/05 2005/06 2006/07

NET EXPORTS (000 tonnes)

Cote d'lvoire 1,039 850 1,006 851
Ghana 612 548 570 620
Indonesia 314 361 493 416
Nigeria 155 186 190 166
Cameroon 136 165 146 140
Ecuador 86 81 89 99
PNG 39 47 51 47
Dominican Rep. 40 26 27 38
Solomon Islands 5 5 4 4
World 2,515 2,495 2,740 2,559
IMPORTS (000 tonnes)

Netherlands 561 608 549 639
uUs 489 514 505 380
Germany 233 236 287 380
Belgium 140 182 190 195
France 155 153 157 164
UK 139 129 139 129
Singapore 67 64 70 83
Spain 67 72 76 83
Russian Fed. 64 68 70 65
Estonia 69 46 74 65
Turkey 71 57 65 49
Canada 73 65 77 48
World 2,704 2,891 2,997 3,063
WORLD COCOA SURPLUS/DEFICIT -189 -396 -257 -504

Source: World Bank, Development Prospects Group, Nov 10, 2008

Cocoa value adding

There is little prospect for the Pacific islands to add value through the manufacture of cocoa
products. The exception is the realistic opportunity for Samoa to significantly increase its
exports of koko Samoa to Samoan communities abroad. However, there is considerable scope
to increase cocoa export earnings through two basic routes:

1 Exporting good quality, fermented cocoa beans
1 Accessing some of the product differentiation techniques that are being practiced by
other commodities.

Good Quality Fermented Cocoa

There is a large deficit of well fermented beans in the Asia/Pacific region. The region produces
almost 700,000 tonnes of cocoa, of which less than 200,000 tonnes is fermented (ACIAR
2009). The balance is inferior, unfermented cocoa from Sulawesi, Indonesia. The Asia/Pacific
region is also a major importer of cocoa beans (Table 10). Imports allow the region to grind
around 650,000 tonnes of beans annually. Approximately 200,000 tonnes of fermented cocoa
is imported from West Africa for blending with unfermented Sulawesi cocoa, in order to process
products of reasonable quality.
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Table 10: Asian importers of cocoa bean”: 2006

Country Volume Value Annual growth in import
(tons) (US$/ton) values 2002 -2006

(%)

Malaysia 454,238 1,478 41

Japan 62,807 1,991 3

Singapore 77,834 1,464 16

China 41,111 1,520 47

Indonesia 26,819 1,608 1

Thailand 19,331 1,657 -3

Korea (Republic of) 5,806 1,825 2

India 6,233 1,694 n.a.

" Defined as HS 180100 cocoa beans, whole or broken, raw or roasted

Source: International Trade Centre (Geneva)

Under-fermented cocoa has little cocoa flavour and is very astringent and difficult to process.

Most under-fermented beans are used for cocoa butter extraction or for low quality liquors that

are blended in low percentages in chocolates of low quality. The price differential between
under-fermented and well fermented cocoa is around US$ 250/tonne. Even if beans are well
fermented, t hey will devel op 0 nuopdrlydded briif heyare snokei f t |
contaminated. The change in flavour is the result of mould contamination inside the beans,

due to bad drying or poor storage of cocoa that is already dry. Cocoa reabsorbs moisture from

rain or high humidity.

Ni-Vanuatu cocoa growers, with their long tradition of fermentation are well placed to sell to
secure markets at a premium price. In addition, there are niche market possibilities for single
origin and organic cocoa. Good fermentation, adhering to high quality standards, is
fundamental to accessing all these market options.

6.3.4 Differentiated product markets

Pacific island cocoa industries have the capacity to benefit from a number of product
differentiation techniques that result in increased returns to producers. These identified
products are:

9 Single Origin Cocoa Markets

1 Organic Markets

1 Fair Trade Markets

1 Good Agricultural Practice Markets
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Single Origin Cocoa Markets

The concept of single origin is long established for products such as premium quality wines,
Scottish whiskies and coffee. Single origin chocolates are now becoming an important part of
the European and American markets, which are willing to pay premium prices for quality beans
that meet the required specifications (Figure 4). Single origin chocolate is made from cocoa
beans sourced from an identified geographic region. Chocolate connoisseurs argue that
chocolate has varied tastes and such tastes depend upon where it is grown, how it is grown
and the type of cocoa planted. The source location of single origin chocolate and cocoas is an
important part of labelling and marketing. The actual marketing is often undertaken in
conjunction with some of the other product differentiation techniques such as organic and Fair
Trade certification (Figure 4). The French organic chocolate manufacture KAOKA, is expected
to launch Vanuatu single origin chocolate in 2010. The certified organic cocoa beans will be
supplied by VOCGA. KAOKA has been producing certified organic/single origin chocolate
from Ecuador for a number of years. It is reported that it has been difficult to maintain the
integrity of single origin cocoa from Africa (per. com Pierre Watas (CEO VOCGA).

Figure 4: South American single Figure 5: French organic chocolate
oriain chocolate
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Organic Markets

There is an opportunity to develop niche organic markets, capitalising on the increasing health
concerns and environmental awareness of consumers. The market for organic cocoa has
been growing at a rate of 10-15 percent annually.® There is a strong interest in organic cocoa
in Europe, due to high pesticide residue levels found in some chocolates manufactured from

% Swiss Import Promotion Program (SIPPO) (2002). Organic Coffee, Cocoa and Tea.
www.sippo.ch/files/publications/bio.kakao
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African and South American beans.* Fair Trade cocoa that is certified organic can fetch an
organic premium of US$ 200 per tonne. > At present, volumes of cocoa sold in organic
markets are insignificant in comparison to cocoa sold in conventional markets. Around 15,000
tonnes of certified organic cocoa beans are marketed annually, representing less than 1
percent of total world cocoa production (3 million tonnes).® Germany is the largest importer,
purchasing around 3,500-4,500 tonnes annually.

Within the Pacific region, only Vanuatu is now taking advantage of certified organic cocoa
markets. In the past cocoa from Bougainville and Fiji was organically certified. The Vanuatu
Organic Cocoa Growers Association (VOCGA) exports around 300 tonnes of organically
certified cocoa beans annually to France. The buyer, KAOKA, is a premium organic chocolate
under that brand name (Figure 5).

Pacific Island cocoa producers have a number of distinct advantages that should assist in the
development of a certified organic cocoa sector. These include:

A positive marketing image, based on a perception of relatively unpolluted and
unspoilt environments

Opportunities to utilise existing production systems

High international demand for products that are technically feasible to produce
organically

A willingness from donors to provide technical assistance to support organic
agriculture.

T
1
)l
1

Vanuatu meets all of the above advantages.

Fair Trade

Fair Trade markets are somewhat similar to organic markets and they are often
complementary. Organisations operating under Fair Trade principles are expected to:

1 pay a price to producers that covers the costs of sustainable production and living, as
well as pay a premium that producers can invest in development;

1 partially pay in advance to pre-finance the purchase of inputs by producers; and,

1 sign contracts that allow for long-term planning and sustainable production practices.”

Fair Trade cocoa prices are calculated on the basis of world market prices, plus Fair Trade
premiums. According the ICCO, The Fair Trade premium for standard quality cocoa is US$150
per tonne.® For Fair Trade cocoa which is also certified organic, there is an additional organic
premium of US$200 per tonne.® Beyond Fair Trade, there are other organisations that apply
the principles of fair trading with organics. In reality, the performance of Fair Trade marketing
has been disappointing. A real obstacle to the development of the Fair Trade niche marketing
option for the Pacific islands has been the absence of Fair Trade certification standards and
pricing standards. However, some progress is being made in that area. The SPC Facilitating
Agricultural Commaodity Trade (FACT) Project is looking to develop Fair Trade standards and
guidelines for this region. These would be very helpful. In the meantime, it is recommended
that Fair Trade not be a focus of niche marketing efforts for the Pacific islands cocoa industries.

* ibid.
® op. cit. SIPPO (2002).

®1cco 2007, Organic Cocoa. www.icco.org/questions/organic.htm

" Fair Trade Labelling Organizations International (FLO) (2004). Fair Trade Standards in General.
www.fairtrade.net/sites/standards/general.html.

®icco (2004). Fair Trade Cocoa and Chocolate. www.icco.org/questions/fairtrade.htm

® op. cit. SIPPO (2002).

25 of 54


http://www.icco.org/questions/organic.htm
http://www.fairtrade.net/sites/standards/general.html
http://www.icco.org/questions/fairtrade.htm

The Vanuatu Organic Cocoa Growers Association (VOCGA): A Case Study of Agricultural Growth in the Pacific.

6.4 Who is the Vanuatu Organic Cocoa Growers Association (VOCGA)

The genesis of VOCGA was a visit to Vanuatu in 1989 by Andre Deberdt the CEO of the
French organic chocolate manufacturer KAOKA. At that time KAOKA were sourcing certified
organic cocoa from Bougainville and visited Vanuatu at the invitation of the Vanuatu
Department of Agriculture. After visiting the cocoa production areas of Atchin and Ligarak in
northern east Malekula, Andre recognized the potential for sourcing certified organic and single
origin cocoa from Vanuatu. Returning to France discussions were held with EcoCert, a major
European organic certifying agency. A proposal was prepared to establish a producer
organization project which would facilitate the development of a certified organic cocoa
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production base. The French
government agreed to fund such a
project - Producer Organization
Project (POP1). POP1 was later
expanded into larger EU funded
project known a Projet
doOrgani sation des
Agricoles pour la
Commercialisation Associative
(POPACA). VOCGA was
established in 2000, with POP1
facilitating and funding the initial
EcoCert organic certification in 2002

VOCGA operates as an umbrella
apex marketing cooperative under
which there are ten primary
cooperatives that supply organically
certified dry cocoa beans. Each
primary cooperative operates one or
more centralized fermentaries.

. There is now 25 such processing
- facilities in the VOCGA network.

Each processing center operates as
a separate registered cooperative
that has its own management
committee. The structure of the
VOCGA marketing network is shown
in figure 6. The POP and POPACA
projects supplied the initial
processing infrastructure of driers,
fermentaries and storage sheds.
However, some of these units have
been subsequently rehabilitated by
VOCGA and in some cases
expanded.

VOCGA now has a total of 1,205
members coming from 25 sectors or
villages (20 on Malekula and 5 from
Malo). The distribution of the
members amongst the 25 sectors is
presented in table 11.
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The Vanuatu Organic Cocoa Growers Association (VOCGA): A Case Study of Agricultural Growth in the Pacific.
Figure 6: The Structure of VOCGA Organic Cocoa Marketing Network
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