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World cocoa supply has increased from ~2.4 to ~5.3 million tons over the past
28 years — a growth rate of 2.2% p.a.
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(*) Stock: computed on the basis of yearly surplus/deficit and assuming that world stocks of cocoa beans amounted to 325,000
tonnes at the end of the1973/74 cocoa year and to 1,682,000 tonnes at the end of the 2003/04 cocoa year.
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Source: Assessment of the movement of global supply and demand, 3 April 2008, ICCO



Over the last 10 years supply growth has been sligh  tly faster at 2.44% p.a. (from
~4.3 to ~5.3 million tons), although the growth rat e of production (3.15%) has
been slower than that of demand (3.46%) with an off  setting increase in stocks
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70% of the world’s cocoa production comes from Afri ca, while the Americas
and Asia account for about 10% and 20% respectively

Total world cocoa supply 1998/99 - 2007/08
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hana, and Indonesia)

The three largest cocoa producers (Cote d’lvoire, G

supply some 70% of world cocoa production
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Cocoa production 2003/04 - 2007/08*
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Although production by Cote d’lvoire, the world’s |

grown slightly over the last 10 years, it faces pro
aging trees, high taxation and lack of financial an

Cocoa production 1998 - 2007
Volume in ‘000 tons

Cocoa area 1998 - 2007

Volume in ‘000 ha
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argest cocoa producer, has
blems including a high % of
d technical support

« Political crisis

resolved.

: There was a civil war in
2002-2003, and the problems between the
Government and rebels have not yet been

* Rural areas have been starved of
investment so farmers have neither
money nor incentive to buy fertilizer or

replant

* Large numbers of cocoa trees are 35 to
50 years old after which productivity falls

sharply

» Cocoa farmers receive just 35-40% of

the international price

compared to 75-

90% in rival producing countries

* Many growers have switched from cocoa
to rubber and palm as they seek higher

returns

« Limited land for further expansion

« Expert assessments : if policies don’t
change, the country’ s production could
drop to 600,000 tonnes/year — which would
present problems for the economy of Céte

d’lvoire.

Source: FAOSTAT,; ICCO
Financial Times, 14/01/2009, Matthew Green — West Africa correspondent
Reuters, 18/02/2009 ; Bloomberg 10/03/2009; MARS Inc.
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Using data from the same study in Vietnam, the tota
year of Vietham would be about 4 times higher than

Ghana

Vietnam

Cocoa production cost for a period with stable yiel d*
Unit in ‘000 VND/year/ha

8,069

The production cost should be understood as
minimum cost because more fertilizers and
chemicals has been applied since 1995.
However, it would still be hard for Ghana to
reach even % the production cost of Vietham

32,101

0 5,000

15,000 20,000 25000 30,000 35000

(*) From Year 6 to the end of the productive period

Source:

| production cost per
Ghana ...

eGhana labour cost is %2 of
Vietnam (and labour represents
around 13% of the total cost)

e Ghana: 25,000 VND/man-day
e Vietham: 55,000 VND/man-day

e Viethnamese farmers apply the
highest quantity of fertilizers in
the world, while Ghana uses the
lowest

—Fertilizers and chemicals
account for about 70% of total
costs in Vietnam

—The Ghanaian Government is
trying to extend the application
of fertilizer from 10% of total
farms to 40% over the next 3-4
years

—Research by the FAO in 2004
showed that Viethamese
farmers apply 350-380 kg
fertilizer/ha while Ghana is less
than 50 kg/ha

Towards an integrated pest management for sustainable cocoa production in Ghana; Beatrice Padi and G.K. Qwusu; Cocoa research institute of Ghana.
Exploration of Opportunities West African Cocoa, 31 Jan 2008, Bill and Melinda Gates foundation; FAO
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... but because of its much higher yields, the cost pe

approximately the same as for Ghana

Cocoa yield
Unit in kg/ha

200|500 900

Ghana [ [T ] |
1,300 3,300
Vietnam | | |
0 500 1.000 1.500 2,000 2,500 3,000 3.500
Cocoa cost per unit
Unit in ‘000 VND/kg
8,965 16,138 40,345
Ghana | | [ |
9,727 24,693
Vietnam | | |
0 10,000 20,000 30.000 40,000 50,000

(*) From Year 6 to the end of the productive period
(**) Appendix

r unit for Vietnam is

eGhana cocoa yield is in the
range of 200-900 kg/ha , with
most sources agreeing that the
average Yield is ~500 kg/ha

eVietnam cocoa yield is assumed
to be in the range 1,300-3,300
kg/ha, as mentioned above, so it
is assumed here to be ~2000
kg/ha.

eThe cost per unit of Ghanaian
cocoa is in the range of 8,965
VND/Kkg (900 kg/ha) to 40,245
VND/kg (200 kg/ha) and at 500
kg/ha, the cost is 16,138 VND/ha

eVietnam's cost per unit is in th
range of 9,727 VND/kg (3,300
kg/ha) to 24,693 VND/kg (1,300
kg/ha), and at 2,000 kg/ha the
cost per unit is 16,050 VND/ha

Source: = supported by

Towards an integrated pest management for sustainable cocoa production in Ghana; Bea5i8e Padi and G.K. Qwusu; Cocoa research institute of G : PROSPERITY
Exploration of Opportunities West African Cocoa, 31 Jan 2008, Bill and Melinda Gates foundation; FAO INITIATIVE
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The yields to date from Viethnam’s cocoa cultivation have been among the
highest in the world

Cocoa yield (ranges)
Unit in kg/ha

1,300 3,300

. e Large investment costs
Vietham | | |

especially to cover fertilizers

1,000 2.000 an_d chemicals, e.g. For Vietham
4 times higher than Ghana

e Better farming practices

e Higher yield varieties

Indonesia | | |

800 {1000

Malaysia | | |

— e Limited use of fertilizers,
pesticides, and fungicide
200 | 500 900 e Limited efforts to improve yield
varieties owing to the high cost
and lack of access
e Lack of knowdlege of
husbandary techniques

Papua New Guinea

Cote D'lvoire | [ [ |

200 500 900
Ghana | | | |

Note: PNG varieties would be
0 500 1000 1500 2000 5500 flavour cocoa

Source: Jakarta Globe 2009; PNG cocoa board , 2007; Expert interview;
Exploration of Opportunities West African Cocoa, 31 Jan 2008, Bill and Melinda Gates foundation.
Study on Suitability, Feasibility, and Socioeconomic benefits of cocoa production in Vietnam, Agrifood Consulting International, 30 Oct 2008

= supported by

60 PROSPERITY
(O"lP ~ INITIATIVE



Chapter 3 - Competitiveness

2

3 5 6
Introdjction DS?JrSSIr;/d’ C_ompeti- Im|:act Opport- Next
Price ’ tiveness unities Steps
» Cocoa supply chain in Vietnam
» Cost of cocoa production in Vietnam
« Competitiveness of Viethamese cocoa
e Cost
« Productivity
o Quality
o Tax & supply chain
« Cocoa compare to other crops in Vietnam
[\ ——mpored by
) B ) >' 61 (OeIP Im




Studies suggest that Vietnamese cocoa is the highes  t quality in Asia

Vietnam’s quality***

pH E W
% free fat acid ﬁ ****

% shell % D¢

ot~ —— Sy

% foreign matter h *i\f** @ Ghana

% germinated/infested beans E *7,/\3 | Cote d'iVOiI‘e

% mouldy beans & **** O l;dfneSia
O Vietham
% Slaty beans b ****

*

% fully violet beans -

Humidlity (%) E ****
Bean counts /100g #ﬁ ***

T
0 20 40 60 80 100 120 140
(*) Figures for Cote d'lvoire, Ghana, and Indonesia are not available
(**) Figures for Indonesia is not available
(***) In comparison to the three other countries and standard quality of bean (see Appendix)

Source: Study on Suitability, Feasibility, and Socioeconomic benefits of cocoa production in P supported by
(C)‘IP ROSPERITY
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Vietnam, Agrifood, 30 Oct 2008;
Expert interview 62
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Vietnam also enjoys further advantages as a result
added taxes and a simpler supply chain than some ot

Producer price expressed in $US as percentage of
international price (1995/96 - 2006/07)
Unit in %

Malaysia L

Vietnam

Indonesia = !

Ghana ; .

Cote d'ivoire -

0 20 40 60 80 100

of lower export and value-
her countries

e No export tax and VAT
e Simpler and more effecient supply chain
of Vietnam
e Farm gate price 2006/07: 1536%/ton
e Local admin. cost: 10$/ton
e Local transport cost: 25%/ton
e Logistic + Ocean freight cost: 70$/ton
— Transport and export costs account for 4-
6% of FOB price

e High export taxes:

e Cote d’'lvoire: 34%
e Ghana: 15%
e Indonesia: 15%

e High fragmentation of farmers which
makes it is difficult to market products
efficiently and to exercise power in sales
to middleman

e In the case of Cote d‘ivoire , aggregation,
transport and export costs account for 20-
25% of the FOB price.

Source: Assessment of the movement of global supply and demand, 3 April 2008, ICCO
Company survey
Exploration of Opportunities West African Cocoa, 31 Jan 2008, Bill and Melinda Gates foundation.
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Because of its characteristics, cocoa is only grown
south of Vietnam, where several important crops com
other resources

e Paddy

South Central Coast
e Sugar cane

e Coffee
e Rubber
e Pepper
e Maize

Central Highlands

e Fruits* e Pepper

e Sugar cane e Cashew

e Coffee e Maize

e Rubber e Tuber crop

e Paddy

e Fruits*

e Sugar cane
e Coconut

South East

Mekong River Delta

(*) Fruits include: mango, durian, pomelo, longan, bananas, pineapple, citrus, etc

in the four regions of the
pete for land, labour and

Tay Nguyen S

Bdng
bang 1
song
Cdlru
Long

Source: Vietnam Agricultural Atlas 2004
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Cocoa falls into the upper middle range in terms of

relative attractiveness

Breakeven Total investment cost to Labor/ha
0,

l&g 10 year(rl:iii\én%lﬁlj/; point breakeven point (full production)
(year) (million VND) (labor days/ha)
69% 189.6 4 83 71.5

Cocoa monoculture
(high yield) — — — — .
23% 7.4 7 263 74

Cocoa monoculture
(low yield) ] —] — ]
Coffee 38% 100.2 5 154.3 258
] ] ] I [ 1
Rubber 31% 140.8 6 244.5 391
1 ] ] I | |
Cashew 31% 17.9 7 53.4 64
1 O 1 I [1]
Pepper 85% 219.9 4 72.7 129
] ] 1 I [ ]
Durian 58% 280.5 7 170.5 255
] ] ] I [ ]
Pomelo 34% 79.8 6 134 170
- ] I — —
Longan 31% 30.4 4 38.3 175
] ] ] | [ 1
Mango 127% 430.5 3 29.9 132
| | ] | [ 1

Coconut 41% 26.7 6 18.8 53 -
] O I | ]
U/ n INITIATIVE
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The impact results presented in this report are ine  vitably very limited in their
scope and comprehensiveness

» Assessment of the economic, social and environmental impacts of a sector typically require
in-depth and/or large-scale research into that sector. Although this section of the report aims
to present a view of the impacts of the cocoa sector, it is important to recognise that:

 This study was short and limited in its duration and based largely on either short or secondary
research so there is no claim that the results are comprehensive or in-depth

» The commercial production of cocoa in Vietham started only relatively recent so there are only
limited hard data and few studies of its impact to date.
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Cocoa farmers receive ~7,554 VND/kg from selling fe  rmented beans, which is
the highest amount of profit in the value chain — bu t their benefit-cost ratio
(BCR) is the lowest at around 0.423* because of hig  her costs

Distribution of cost and profit along the supply ch ain
Unit in VND/kg of beans

|:| Added profit e Purchase price from farmer 2006/07 :
30, 652 25,388 VNDIk
- Added cost ’ 9

3,528 17% e International price (ICCO) 2006/07 :

e US$: 1,854%/ton
e VND: 30,652 VND/kg**

7,554

e Cost per unit of farmer :

e Yield: 1,800 kg/ha
e Cost per year: based on low yield scenario

0 .
83% e Cost excluding cost of own labour
e Cost and profit of trading companies
from Company data
I I
Farmer Trading company  International Price

(*) BCR is estimated since purchase price above is for 2006/07 but cost per unit is for 2008
(**) USD/VND 2006/07: 16,533 dong

= supported by



Many farmers sell pods rather than fermented beans,
shared with the fermentation points and farmers’ BCR

Distribution of cost and profit along the supply ch
Unit in VND/14kg pods

|:| Added profit
- Added cost

3,528
2,388
5,166

in which case the profit is
*Is around 0.326**

ain

30, 652

14% e Pod purchase price: 1,500 VND/kg
e Ratio: 14 kgs pod = 1 kg beans
e Cost per unit at fermentation point

69% calculated based on the assumption
that labour costs account for 80% of
the cost

Farmer

(*) Benefit cost ratio (BCR) = profit/cost

Fermentation point Trading company International Price

(**) BCR is estimated since purchase price above is for 2006/07 but cost per unit is for 2008

7 P
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Until 2007, most HHs had less than 5 years’ experien  ce of cocoa cultivation and
were still in the investment stage*, but comparison with HHs with more than 5
years’ cultivation indicated positive economic impac t

e Revenue from cocoa farming

Revenue of households growing cocoa during 2007 activities increased from 6.6% to
Unit in VND millions per household per year 34.9% of total HH revenues
160 - » Cocoa trees first harvested in Year 3
- _ and reach peak yield in Year 5 so the
140 - — first 5 years are mainly for investment
anql t.he revenue frgm cocoa farming
120 | 44 —29,7% activities is insignificant during this time
20 ’ 16,7% _ B e Revenue from other non-cocoa farm
100 1 B B activities reduced from 76.7% to
35.4% of total HH revenues
80 1 35,4%— 52 » HHs must find other sources of income
during thefirst 5 years of cocoa
60~ o plantation where there are no profits
76,7% 92 33 30 = -70,3% from cocoa.
40 | ’ * After 5 years when cocoa revenues
22 become relatively high and stable, HHs
20 - 34,9% can focus on cocoa and reduce
L 2 involvement in other farming activities
0 ‘@%-5 — ' - - e Revenue from other non-farm
Farmers \ayith _Iess than 5 years  Farmers with 5 years cultivation and activities increased from 16.7% to
cultivation (2004~) more (~2003) 29 7% of total HH revenue
= Cocoa production * This shift need more reseach but it
== Cocoa trading/fermentation may be that HHs free up from other farm
ggmg ggg:}"aorﬁfg;gmggt”'t'es activities and have oppoturnities to get
——Total involved in non-farm activities.
(*) Data base from survey in July 2008 by Agrifood Consulting covering 103 farmers 75 Supported by

of whom 72 had been involved in cocoa for less than 5 years and 31 had been 74 @P PROSPERITY

involved in cocoa for at least 5 years (Source: Agrifood Consulting International) INITIATIVE
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By intercropping cocoa with another crop such as co

the risks from price fluctuations, pests and diseas
income per unit of land

conut, HHs can reduce
es and can also increase the

Coconut intercropped with Cocoa
ltems Coconut only
Coconut Cocoa Total
Cost
(000d/ha) 3,811 2,286 11,140 13,426
Yield
(kg/ha) 8,100 8,100 1,300
Revenue
(000d/ha) 22,146 22,146 34,970 57,116
Profit 18,336 19,860 23,830 43,690
(‘000d/ha) ’ ’ ’ ’
Frequency Monthly income | Monthly income | Every 2weeks | Every 2 weeks

= supported by
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Source: Agrifood Consulting International; Coconut small scale study (CAP-PI)
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The survey of 103 households in mid-2008 showed tha t the overall income of
HHs growing cocoa was 3 times higher than HHs growi ng coconut (which is
traditionally seen as a more ‘pro-poor’ crop

Household revenue***

Unit in VND/household 10,000,000
2.724 208
Coconut HH™ CocoaHH™

(*) Coconut HH revenue 2006 calculated from VHLSS data

(**) Cocoa HH revenue 2007 (but in the case of HHs with less than 5 years cultivation revenue from cocoa is insignificant ) based on a survey of 103 sample households
by Agrifood Consulting International in July 2008 of whom 72 HHs had been involved in cocoa for less than 5 years

(***) HH revenue is revenue from all income sources not just cocoa or coconut

= supported by
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The high production cost of cocoa and the initial 5 year period during which
profits are insignificant are likely to prove barri ers for poorer people to access
the cocoa market

Production cost at full production*
Unit in million VND/halyear

Cocoa | 32

Lemon | 16

Pomelo | 25

Rambutan | 22

Longan | 14

Mango | 16

Banana 6

Orange | 21

Coconut 4

(*) Cocoa cost of production 2008 figures, other crops 2007 figures

= supported by

Source: Dept. of Agriculture & Rural Development, Ben Tre Province 2007 79
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Like most other sectors in Vietham, women also invo lved in the cocoa supply
chain but most of the cocoa-related responsibilitie S in the provinces reviewed
were held by men*

Managers/Owners of nurseries by gender Most knowledgeable person in cocoa cultivation
Unit: numbers of managers or owners of HHs by gender
Unit in numbers of persons
30 - 120 -
—Tien Giang
25 - 100 - o8
\24 \:I ==Binh Phuoc
20 - 30 - C——1Dong Nai
mm Ea Ria - Vung
15 60 1 Tau
C—BenTre
107 40 s Daknong
5 4 20 - C—1Daklak
m
—Qverall
0 | . ’_| ’_‘ . 0 - : = 1 .
Male Female Male Female

* Data based on survey in July 2008 of 103 households by Agrifood Consulting International
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64.4% of the workers in nurseries surveyed were wom  en, and the wages for
women were 17-35% lower than those for men

Labour force information for nurseries

90
a0 -
70 -
64.4 . .
O Tien Giang
60 1 = Binh Phuoc
50 - ODong Nai
40 o ® Ba Ria - Vung Tau
OBen Tre
30 -
B Daknong
20 - O Daklak
m Overall
10 - |
o
Average number of workers Percentage of women workers (%)
{persons)
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There has been no separate survey of female workers on cocoa farms, but
several anecdotal assessments have been recorded

* In Ben Tre, although both women and men attend trai  ning courses, fewer women are in
attendance
— Even though women are the ones working on the cocoa farms, it is often the men who
attend the training courses
— Women usually join those training courses organised by the Women’s Union

= Women are generally involved more in cocoa farming than men, and often grass-roots
decisions about growing cocoa are made by women

= When growing cocoa, women appear to get some extra income and gain a higher
position within the family

— Women spend 6-7 hours per day working in the farm and may spend at least 4 hours
taking care of cocoa trees

— Women are involved in weeding, watering, pruning, applying fertilizer, and harvesting.
Often their husbands are involved in land preparation, planting and spraying pesticide

— Cocoa cultivation may be suitable for women’s health because it does not require hard
labour

Source: Agrifood Consulting International 3=, Supported by
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In the mid-2008 survey* most households reported no change in water quality
and some improvement in soil quality, but around a third reported a
deterioration in air quality

Households’ reported changes in soil, water and air quality
Unit in numbers of households

120 -

101

100 -

80 -
70

65

ONo change
O Better

w | 37 m\Worse
31

60 -

20 -

1 1 2

Soil Quality VWater Quality Air

(*) Data based on survey in July 2008 by Agrifood Consulting covering 103 farmers 75 Supported by

of whom 72 had been involved in cocoa for less than 5 years and 31 had been 85 @P PROSPERITY
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In the mid-2008 survey* most households also report
biodiversity and some improvements

Households reporting changes in biodiversity
Unit in numbers of households

100

70 - 64
60 | — e
50

40 1 | 36 34 35

3

ONo change

O Better
m\\orse

ed no deterioration in

(*) Data based on survey in July 2008 by Agrifood Consulting covering 103 farmers
of whom 72 had been involved in cocoa for less than 5 years and 31 had been 87
involved in cocoa for at least 5 years (Source: Agrifood Consulting International)
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There are several conclusions from the research and analysis in the previous
sections that provide the background to the identif iIcation of opportunities and

appropriate policies

HISTORICAL AND PROJECTED GROWTH IN COCOA CONSUMPTIO N: The worldwide cocoa industry has been growing
at ~ 3% per year for the last 28 years, with cocoa consumption in the most recent 10 years growing at around ~3.5% per
annum. The growth rate is projected to be in the range of 2-3.5% per year in the foreseeable future

SEGMENT GROWTH: Growth has been especially strong in the segment of fine flavour cocoa product/organic and fair trade
products in the high income class in industrial countries — but this is a small market. Developing countries are now in the lead
in terms of the rate of increase in cocoa consumption for bulk ordinary cocoa products, and there is enormous mid to long-
term potential in these markets. Higher income customers are gradually shifting their normal/bulk cocoa consumption to
premium products such as fine flavour, organic and fair trade, but their total volume of consumption may stay the same
LOCATION OF FUTURE GROWTH: Trends in traditional cocoa-consuming markets vary. 5 Western countries (Canada,
Germany, Sweden, Belgium and the Netherlands) are showing evidence of saturation or even decline, while a further 11
traditional markets (the US, UK, France, Japan, Italy, Spain, Switzerland, Australia, Austria, Greece and Norway) are still
growing at some 2% per year. Meanwhile Russia, Saudi Arabia, Korea, South Africa and Venezuela seem to be promising
markets with growth rates higher than the world average The remaining countries are all potential markets in the longer term
depending on economic growth and industry/company marketing

CONSUMPTION OF COCOA IN VIETNAM: The consumption of cocoa in Vietnam has been growing at a rate of 20% p.a. in
recent years based largely on imported cocoa products. Projections indicate that the domestic demand for cocoa will be in
the range of ~5,000 tons to ~15,000 tons by 2015 — although this would still be very small

GLOBAL PRODUCTION AND PROCESSING: Cocoa production occurs mainly in West Africa and Asia with Ghana, Cote
d’lvoire and Indonesia accounting for 70% of the world’s supply. The growth rate of cocoa supply (inc. annual production and
stock) has been 2.2% p.a. over the past 28 years, and about 2.44% in the most recent 10 years. The global supply is
expected to depend on these three countries in the foreseeable future and any variation in total supply depend in particular on
reforms in Cote d’'lvoire which has a high percentage of aging trees, low yield, high tariffs, and lack of financial and technical
support. The governments of Ghana and Indonesia are spending money to improve yield and thus increase output with
concrete actions led by the government. World production of cocoa by 2015 is projected to be 3.7-4.8 million tons of beans
(depending on the Cote d’'lvoire reforms). Processing takes place largely in Europe and America where 70% of higher value-
adding cocoa processing is situated; Malaysia in Asia appears recently to be a newly emerging processer of cocoa beans.
Most cocoa grinding/processing plants are located in the chocolate producing countries close to the chocolate consumption
markets.
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... conclusion (continued) ...

PRODUCTION OF COCOA AND CHOCOLATE IN VIETNAM: Vietnam produced only120 tons of beans in 2008, but this
output will increase in the near future. Vietnam currently has no significant mass cocoa processing or chocolate industry, with
most cocoa beans being exported by a few international companies. There are a few local and international companies doing
chocolate products, but the amount is very limited compared with the imported quantities of chocolate

GLOBAL PRICE: The world price of cocoa depends closely on the stock-to-grind ratio. Projections indicate that this rate is
likely to lie in the region of 40-70% from now to 2015.

VIETNAM COCOA SUPPLY CHAIN: The supply chain in Vietham encompasses all stakeholders involved from farmers and
fermenters, through collectors and traders to international buyers. Farmers are recognised as stakeholders currently receiving
the highest profit in the chain. Input material costs account for some 80% of the production cost of cocoa beans in Vietham
regardless of whether the yield is high or low. The break-even point lies between Years 4 and 7 depending on the exact
yield, with a low yield model showing higher price risk owing to the possible adjustment of input costs from Years 3 to 6
COMPETITIVENESS: Although the production cost of cocoa in Vietham is much higher than Ghana in terms of input costs
per ha per year, the unit cost of beans is currently similar to Ghana because Vietnam’s initial cocoa yields are among the
highest in the world and much higher than the cocoa yield of Ghana and Cote d’'lvoire. In terms of quality, Vietham'’s beans
are on a par with Ghana’s, which are considered to be the best bulk cocoa beans, with Vietham’s cocoa considered to be at
top in Asia. Another competitive advantage of Vietnam is that cocoa attracts no export taxes and has a simple supply chain
COMPETITIVENESS WITH OTHER CROPS IN VIETNAM: Cocoa is considered to be very competitive compared to other
perennial crops in Vietnam such as coffee, rubber, durian and pomelo, but it appears to have little competitive advantages
compared to crops such as coconut, cashew, and longan in respect of issues such as relative IRR, 10 years’ NPV, break-
even point, total cost investment, and use of labour

IMPACTS: Growing cocoa bring the highest profit per kg. to the farmers among actors in the cocoa chain. Furthermore, by
inter-cropping cocoa with other favourite crops such as cashews and coconuts, farmers can help minimize the risks from
price, disease and pests. Jobs created in the cocoa sector can help women to achieve a reasonable wage. A recent study
also indicates that cocoa plantations have at worst only a small adverse impact on the environment

PRO-POOR AND PROFITABILITY ISSUES: The high investment costs and the relatively long time to reach break-even
point may act as barriers for poorer people to start in and gain access to the cocoa industry unless they have some support
from outside such as the government for monoculture, or start by intercropping with existing crops. All stakeholders involved
in the cocoa chain can receive a good income from their activities, including farmers, collectors, fermenters and traders
CURRENT MARD POLICY: Vietnam’s Government has plans to increase the cocoa production area to 60,000 ha (2015) and
80,000 ha (2020) which is likely to be equivalent to 52,500 tons and 108,000 tons of dried fermented beans respectively. A
Cocoa Committee has been established to coordinate cocoa production and trade in Vietham with participation from MARD,
representatives of international traders, and other technical supporters. This plan should be successful given the current
situation of the world cocoa industry with good strategies relating to market information, risk prevention and especially to
address quality concerns (in order to avoid Vietnam'’s experience in the coffee sector).
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The increasing involvement of Vietnam in the world cocoa industry has several
consequences which in time could change the dynamic s of the industry

1. Contribute to meeting growing world cocoa demand

2. Reduce dependency

» The addition of another country to supplement the current sources of supply will help to reduce the
dependency of international cocoa and chocolate producers on a few countries, in particular Cote
d’lvoire, Ghana and Indonesia

= |f either the political or agricultural situation of any of these countries were to deteriorate, this could be
of benefit to Vietham

3. Sustain company profits

» Increased competitiveness from a wider base of suppliers will improve the negotiating position of
international purchasers of cocoa products. In addition, increased supply will also tend to reduce the
purchase price
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A long-term strategy for Viethamese cocoa should re cognise the different future time
horizons, and focus on cocoa as an alternative crop aimed at diversifying farmers’
iIncome sources and maximizing land use through sale s to select markets

TAKE-OFF
Be recognised as a significant niche
player in the global cocoa industry
with established, reliable and high-
quality brand name cocoa

v

DEVELOPMENT
Scale up conventional cocoa,
improve organic cocoa for
export or local processing, and
promote domestic demand

Build centres of excellence. advanced supply chain
Continue innovative research & sustainable practices
Extend processing and quality brands/products
_e_|nternationalise domestic brands/products

NASCENT

Consolidate the emerging
cocoa industry by focusing on
conventional cocoa for export
and minor local processing

Ensure continued strategic alignment

Focus research and quality on organic & new varieties
Establish branding and trademarks

Increase domestic demand, new products

Plan and implement processing/downstream facilities

Refine and approve cocoa national development strategy
Develop and approve support regulations

Establish infrastructure of systems, data and processes
Seed research & development, quality control

Plan stimulation of domestic demand

Plan downstream and value-added industry development

2009-2013 2014-2019 2020 -
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Specific actions need to be developed corresponding to the main areas of development
in each of the time horizons

NASCENT

Consolidate the emerging
cocoa industry by focusing on
conventional cocoa for export
and minor local processing

DEVELOPMENT

TAKE-OFF

Be recognised as a significant niche

player in the global cocoa industry

with established, reliable and high- -
guality brand name cocoa

|

Scale up conventional cocoa,
improve organic cocoa for
export or local processing, and
promote domestic demand

v

1.
2.
3.
4.
5.
6.
7.
8.

Finalise and approve national and local cocoa development strategies

Align the national and provincial legal, regulatory and financial environments
Support sectoral development in relevant provinces

Encourage research and development and technology exchange

Promote quality and quality control

Attract investment and financing

Boost domestic demand

Develop downstream and value-added industry
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Specific actions to develop the cocoa industry over

the next decade (1)*

No

Action Area

Rationale & Comments

Short-term Actions
(2009-2013)

Medium-term Actions
(2014-2018)

Long-term Actions
(2019>)

Finalise and approve
national and local cocoa
development strategies

«Industry requires planned
public-private intervention to
secure sustainable growth
*Key export crops such as
cashew (1), coffee (2), pepper
(3), rubber (5) well established
so additional crops need clear
strategies inc. value-adding
potential

*Agree and consolidate sector
strategy now being finalised
*Roll-out at national level
*Plan and roll out at selected
provincial level

¢Insert Vietnam into
international cocoa
organisations and frameworks

*Review progress and update
strategy
«Extend to new local areas

*Review progress and update
strategy
«Extend to new local areas

Align the national and
provincial legal,
regulatory and financial
environment

Sectoral development
requires supporting “soft” and
“hard” infrastructure

*Review specific implications
of laws and regulations for
cocoa industry development
«Address options to support
cocoa industry , or at least to
remove trade distortions

*Ensure continued alignments
of enabling regulatory and
services infrastructure
*Ensure benefits continue to
accrue to farmers and poorer
people

*Ensure continued alignments
of enabling regulatory and
services infrastructure

Support sectoral
development in relevant
provinces

« Specific actions required at
provincial level to catalyse and
support actions

«Establish systems and
processes to provide access
to data on key decision areas,
e.g. production, stock, pests &
diseases, eftc.

«Create public databases of
news, research and other key
information

«Organise courses for
trainers, extension staff, etc.

«Extend network of small-
scale processing and buying
stations as supply increases
«Establish system of collecting
and monitoring production
statistics

«Establish system for
monitoring and disseminating
pricing and other market
information

*Build centres of excellences
in leading provinces

«Create advanced supply
chain and service
infrastructure

* With acknowledgement also to Action Plans in the “Study on Suitability, Feasibility, and Socioeconomic

Benefits of Cocoa Production in Vietham” by Agrifood Consulting International Inc., November 2008
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Specific actions to develop the cocoa industry over

the next decade (2)

No

Action Area

Rationale & Comments

Short-term Actions
(2009-2013)

Medium-term Actions
(2014-2018)

Long-term Actions
(2019>)

Encourage research and
development technology
exchange

«Vietnam requires its own
appropriate varieties etc.

*Create network of interested
public and private institutions,
e.g. universities, NGOs,
companies, covering
especially technical but also
economic, commercial, social,
environmental, etc.

*Seed key selected areas with
funding from partners,
including local and foreign
governments & enterprises
«Co-ordinate with international
programmes to leverage
international research more
effectively

«Set up appropriate support
facilities

*Plan establishment of
dedicated Cocoa Research
Institute, inc. technical and
funding processes

*Focus R&D on areas of
specific longer-term relevance
to Vietnam, e.g. new and
appropriate cocoa varieties
«Develop and test new
varieties

*Seek efficiencies, economies
and pro-poor developments in
existing practices

«Continue research to ensure
sustainable and
environmentally-aware
industry

«Implement programme of
continuous innovation with
new and value-adding
products

Promote quality and
quality control

*Adequate and consistent
quality and quality control
necessary, especially for
export markets

«Establish/support quality
control institute

«Develop quality standards
*Harmonise local with
international standards
Train staff in standards
«Establish programme with
partners to implement
standards throughout value
chain

«Establish trade marks for
Vietnamese cocoa

eInvest in organic products
«Upgrade quality

«Spread sustainable practices
and growth across the industry
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Specific actions to develop the cocoa industry over

the next decade (3)

No

Action Area

Rationale & Comments

Short-term Actions
(2009-2013)

Medium-term Actions
(2014-2018)

Long-term Actions
(2019>)

Attract investment and
financing

eFinancial resources required
to assist farmers’ entry and
support new areas of activity

«ldentify public and private
local and international funding
sources

*Create incentives to
encourage commercial
investment

«Establish access to finance
for poorer farmers

« Substitute private for public
investment

*Focus minimal subsidies on
specific areas, e.g. organic
and sustainable

*Seek ways to ensure
sustainable access to finance
for poorer farmers

*Rely purely on market-based
funding mechanisms

Boost domestic demand

*Sizeable domestic market
can support local industry
«Domestic market can at least
partially offset fluctuations in
international markets

*Develop action plans with
government, industry
associations, etc. to stimulate
local demand

«Carry out advertising
campaigns to encourage
domestic consumption
*Work with retailers to
promote cocoal/chocolate
consumption

*Plan branding and distinct
image for Viethamese cocoa
and chocolate

«Commence implementation
with straightforward products
to increase demand

*Refine with market feedback
and experience

*Seek gradually and
selectively to internationalise
domestic products and brands

Develop downstream
and value-added
industry

«Development of processing
and retailing industries will
contribute to domestic
sustainability

«Sketch preliminary plans for
how downstream industry
might be developed
*Support development of
fermentation companies
eLiaise with international and
local chocolate companies
about longer-term plans

«Carry out feasibility studies
into modern processing
facilities

*Plan and implement
processing/ downstream
facilities in selected areas

«Extend processing facilities
*Build international brand
image and reputation as
supplier of quality and
sustainable value-added
products
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Chapter 6 - Next steps
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In general, there are four main options covering po
sectors being reviewed by CAP and Prosperity Initia

Potential Next Step

Further review/
Feasibility

Associated Action

e If the product/sector appears to offer
strong potential for CAP and Prosperity
Initiative, a more in-depth feasibility
study should be undertaken

tential next steps for the
tive.

Decision Criteria

e Clear pro-poor potential, e.g. a “significant” portion of
the value accrues to poorer people

e Scale opportunity, e.g. at least 20,000 people likely to
benefit from developing the product/sector

e Clear link to skills/networks of Prosperity Initiative

Discussion with
other NGOs

e If the product/sector does not meet
CAP-Prosperity Initiative’s criteria for
further action but might be of interest
to another NGO, then the report can be
sent to, and discussions initiated with,
other NGO(s)

e Limited scale opportunity but sufficient evidence of
pro-poor impact (e.g. some value for poorer people)
to be of interest to an NGO

e Knowledge of NGO(s) that might be interested in the
product/sector to support or extend existing activities
in relevant sector or location

Discussion with
private sector

e If the product/sector does not meet
CAP-PI’s criteria for further action but
might be of commercial relevance, then
the report can be sent to, and
discussions initiated with, commercial
companies with minimal further
involvement from Pl

* Some evidence of commercial opportunity but
requires investment or commercial expertise not
available to Prosperity Initiative or NGO sector

e May or may not have significant pro-poor impact

* No clear link to skills/networks of Prosperity Initiative

No further
action

e If the product/sector is unlikely to be of

interest to either CAP-Prosperity
Initiative, other NGOs or the private
sector, then no further action should be
taken apart from possibly posting the
report on PI's website

¢ Not promising: very limited pro-poor impact, scale
opportunity or commercial potential

1
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The analysis and conclusions from the preceding sections of this report indicate that the
opportunities for CAP-Prosperity Initiative to take further action in the cocoa sector are
likely to be limited at this stage

Further review/
Feasibility

Discussion with
other NGOs

Discussion with
private sector

No further
action

e Data from research and field surveys indicate that:

— While global and domestic cocoa demand remains strong, the domestic market is still very small and
the market and personal tastes of Viethamese for cocoa products are still developing.

— The market size for emerging cocoa products such as high cocoa content, organic, and fine flavour is
small in comparison with bulk/ordinary cocoa, but it offers promising growth potential. However, it
remains unclear whether Viet Nam has a genuine competitive advantage in producing these products

— When compared with other crops, cocoa may offer potential for long-term poverty impact only in the
conditions of intercropping with coconuts or with external financial support for monoculture

¢ A recent study on the feasibility of cocoa development in Vietnam has already collected substantial data
on cocoa growth in Vietnam; however, it is a relatively new sector in Vietnam (c. 5 years) so a proper
assessment requires further time

® The Success Alliance is already active with its public-private partnership and Helvetas in organic cocoa,
and it is not clear that Pl could add substantial and cost-effective value to the industry at this stage

e There is evidence of interest from international companies in using Viet Nam as a source for plantation-
based cocoa, although the possible size of this opportunity is not clear. Also the potential pro-poor
implications would need to be explored further if Pl were to devote more resources to pursuing this

¢ In view of the limited penetration to date of cocoa into the both chocolate production and the local
modern retail trade, the modernisation of cocoa processing in Viet Nam is likely to have a significant
impact on cocoa quality and promotion over the next decade.

* The above considerations suggest that no further action to promote cocoa should be taken at this
stage by PI, particularly since this study has been only a small-scale review

¢ This .conclusion may be reviewed in coming months as PI-CAP’s knowledge and expertise in these
studies and in cocoa develops.
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Appendix A - Cocoa production, demand scenarios

Unit in ‘000 tons

Production
Strong scen.
Cote d'ivoire
Ghana
Indonesia
Total of 3
World

Production
Weak scen.
Cote d'ivoire

Ghana
Indonesia
Total of 3
World

DEMAND
Strong
Weak

2007/08

1,370
675
480

2,525

3,607

2007/08

1,370
675
480

2,525

3,607

2007/08

3,756
3,756

STOCK 2007/08: 1,493

2008/09

1,370
769
700

2,839

4,056

2008/09

1,253
700
570

2,523

3,604

2008/09

3,886
3,678

2009/10

1,370
877
700

2,947

4,210

2009/10

1,146
700
570

2,416

3,451

2009/10
4,020
3,678

2010/11

1,370
1,000

700
3,070
4,386

2010/11

1,048
700
570

2,318

3,311

2010/11
4,160
3,678
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Appendix B (1) - Production cost (High yield)

Price
Materials Unit (VND/unit)
Cocoa seedlings Cay 5,000
Muong seedlings Cay 500
Keo seedlings Cay 200
NPK 16-16-8 kg 15,000
NPK 20-20-20 kg 20,000
Manure kg 500
Lime kg 1,000
Pesticide litre 300,000
Fungicide litre 300,000
Herbicide litre 90,000
Irrigation kw 15,000
Labor cong 55,000
Bean kg 35,000
Fermentation cost kg bean 2000

Source: Study on Suitability, Feasibility, and Socioeconomic
benefits of cocoa production in Vietnam by Agrifood
Consulting International, 30 Oct 2008

Material Unit 1st 2nd 3th 4th 5th 6th
Cocoa seedlings Cay 1,100
Muong seedlings Cay 100
Keo seedlings Cay 100
NPK 16-16-8 kg 225 450 750
NPK 20-20-20 kg 950 950 950
Manure kg 11,000 5,500 5,500 5,500 5,500 5,500
Lime kg 550 330 330 330 330 330
Pesticide litre 0.5 0.5 1.0 1.5 2.0 2.0
Fungicide litre 1.0 1.5 1.5 4.0 6.0 8.0
Herbicide litre 10.0 10.0 10.0 5.0 3.0
Irrigation kw 30 40 60 80 80 80
Cocoa Unit 1st 2nd 3th 4th 5th 6th
Hole digging cong 55
Planting and treatment  cong 28
Prunning cong 1 4 6 10 15 16
Spraying cong 3.5 3.5 3.5 3.5 3.5 3.5
Applying and weeding cong 10 10 10 10 10 10
Harvesting cong 9 19 30
Watering cong 8 8 8 12 12 12
Shading tree
Hole digging cong 10
Planting and treatment  cong 5.5
Total labor cost cong 121 25.5 27.5 44.5 59.5 71.5
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Appendix B (2) - Cocoa production cost (Low yield)

Price
Materials Unit (VND/unit)  material Unit 1st 2nd 3th 4th 5th 6th
Cocoa seedlings cay 5,000 Cocoa seedlings  cay 1,100
Wind breaker cay 1,000  phosphate* kg 200 200 200 200 200 200
Phosphate™ ke 1,200 |norganic fertilizer kg 200 400 600 800 1,000 1,000
Inorganic fertilizer kg 20,000  Lime kg 500 300 300
Lime kg 1,000 |nsecticide litre 6 6 6 8 8 8
Insecticide litre 300,000  Fungicide kg 4 4 4 53 53 53
Fungicide kg 300,000 Foliar fertilizer* litre 6 6 8 8 8 8
Foliar fertilizer* litre 50,000  Organic manure ton 10
Organic manure ton 500,000 Fuel* litre 40 40 40 89 89 89
Fuel* lire 9,000 Rock phosphate* kg 200
Labor manday 55,000  crotalaria* kg 10
Rock phosphate* kg 1,200
Crotalaria* kg 30,000
Bean kg 35,000 Unit 1st 2nd 3th 4th 5th 6th
Cocoa
Land preparation manday 30
Irrigation manday 20 20 10 10 10 10
Pruning manday 12 5 5 6 6 6
Spraying (Pesticide) manday 12 18 18 18 18 18
Applying (Fertilizer) manday 12 12 12 7.5 7.5 7.5
Hauling manday 45
Weeding and others manday 25 25 20 20 20 20
Harvesting manday 9 10 12.5 12.5
Shade tree
Applying fertilizer manday
Hauling manday
Thining shade tree manday 2 4 4
Total manday 156 82 78 75.5 74 74
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Appendix C - Cash flow, IRR & NPV

O 00N UL A WN R

WINNNNNNNNNNRPRPPRPRPRPRPRP PR
O VWO NOUDS,WNRPROWOVOONOGOUD WNEREO

High yield
Cost Revenue Profit
23,450,000 0 -23,450,000
13,332,500 0 -13,332,500
20,152,500 30,800,000 10,647,500
31,787,500 69,300,000 37,512,500
34,062,500 84,700,000 50,637,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
36,812,500 115,500,000 78,687,500
69%
NPV @ 12 378,777,003

O oo NOOULLPA WN R

WINNNNNNNNNNRPRREPRPPERRRPR
OV XOWNOOUESE WNRPEPOWVWOWNOOUDAM,WNSERO

Low yield

Cost Revenue Profit
28,020,000 0 -28,020,000
16,710,000 0 -16,710,000
22,350,000 30,800,000 8,450,000
27,583,500 35,000,000 7,416,500
32,101,000 45,500,000 13,399,000
32,101,000 45,500,000 13,399,000
32,101,000 45,500,000 13,399,000
32,101,000 45,500,000 13,399,000
32,101,000 45,500,000 13,399,000
32,101,000 45,500,000 13,399,000
32,101,000 45,500,000 13,399,000
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IRR 23%
NPV @ 12 39,622,862
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