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ABSTRACT

The Philippine coconut market chains was examinedhree products, namely, coconut oil
(CNO), virgin coconut oil (VCO), and coco wine iarins of (1) the different market actors or
participants that perform the various productiod amarketing services to ensure that products reach
the end-users in the right form, time and placgtti2 price structure that reflects the value-addit
through the various stages of the chain; and @)diktribution of the final product value among the
different market participants including the cocofartmer.

Socio-economic surveys were conducted in two mpalities in Quezon, the Philippines’
largest coconut producing province. The farmersehdimited participation in the coconut
distribution chain since they remain in the lowstige of the chain and sell only raw materials.
There is considerable value-addition taking plasecaconut products move through the chain as
indicated by the extent of coconut processing high value products. The shares of the different
market actors in the final value of the coconutduict vary. Although the farmer’s share is reldtive
high for some coconut products, their income resém compared to the other market participants
such as the processors and traders. Thus, codamuers are among the poorest in Philippine
agriculture. Government support is necessarydtbress the market development needs of coconut
farmers in order reduce poverty in coconut farmiogimunities. These needs relate to inadequacy of
capital, technical and entrepreneurial skills, pmént and tools, and market access and information.
Specific measures may involve making institutioneddit accessible to farmers, providing them
training on product processing and quality improeaim and linking them to favorable markets.
Additionally, there is a need to raise overall fapneductivity through improved farm management
practices. Efficient delivery of support servidesfarmers and initiatives for farm and marketing
improvements will necessitate having strong fargeaizations.
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INTRODUCTION

The coconut industry provides significant incormmployment and foreign exchange to the
Philippine economy. According to the Bureau of idgltural Statistics (BAS), the coconut area is
3.36 million hectares comprising 27% of the cousttgtal cultivated area in 2007. Nut productien i
14.85 million metric tons with a value of PhP59billion at current prices. Coconut is the courgry’
top agricultural export with foreign exchange eagsi of US$965 million in 2006. The Philippine
Coconut Authority (PCA) reports that the industmoyides employment to more than 3 million
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coconut farmers and workers and to 25 million mBilginos working in various coconut-based
enterprises throughout the country.

Despite this important contribution, the coconutifars are considered among the poorest of
the poor in agricultural communities (Balisacan92p Aside from problems of low productivity and
small farm sizes, coconut farmers are confrontetth wiarketing-related difficulties such as the low
and highly fluctuating prices and inability to fifigivorable market outlets for their products. tder
to provide specific recommendations on how to imprthe marketing system for coconut farmers,
there is a need to have an in-depth understandiigeococonut market chains. By examining the
market chain (or alternatively the production-taysomption system), it is possible to determine how
value-adding and marketing activities take pladeo werforms and benefits from these, and what are
the constraints that need to be overcome by thdgedesire to benefit from value-addition. Market
chain analysis can identify the principal constimend possible solutions to improve the perforraanc
of the chain; and analyze the feasibility of oppnoities for development through the adoption of
innovations (production, packaging, adding valugngportation) or exploring of new markets.
Pabuayon and Medina (2007) argued that linking éasmio markets and supporting value-adding
activities can raise their income and thus provwentives for improving their management practices
toward greater farm productivity.

This paper (1) analyzes the market chains for tlagnmoconut products produced in the
municipalities of Sariaya and Tayabas, Quezon pamji (2) identifies the constraints faced by
farmers in seeking higher level markets and gettitigetter value for their products; and (3) diseass
the implications for reducing poverty among thearog farmers in the study area.

METHODOLOGY

Socio-economic surveys were conducted in 2006 taioiproduction and marketing-related
information from coconut farmers, traders and pssoes. Thirty-five farmers were randomly
selected while 23 traders and 25 processors wégeted purposively based on their availability and
willingness to provide information. The respondemnivere personally interviewed using
guestionnaires. The study area is Quezon provimgeh is located some 150 kilometers southeast of
Metro Manila (Fig. 1). Quezon is the largest cagoproducing province in the Philippines and
although primarily agricultural, has considerabletemtial for economic and business growth.
Although most primary data came from the two mypatities of Sariaya and Tayabas, other pertinent
information for the province as a whole was congide Key informant interviews with the personnel
of PCA and farmer leaders in the villages were alsdertaken to obtain additional insights on the
marketing constraints faced by farmers in the area.

The market chains for coconut products were drawimdicate the flow of the commodity
from the farmer through the different market intetiaries to the consumer. Prices were compared at
the different stages or levels of the market chairreflect the value-addition taking place and
determine the marketing margins of the market mestiaries. The value shares of the different
market participants were estimated by taking thenfgrice in the case of the farmer and the
marketing margin in the case of the market inteiiargdtrader or processor) as a percent of thd fina
value of the product at the consumer level (rgtdde). The marketing margin of an intermediary is
the difference between his selling price and higifyi price. This margin represents his contributio
in the whole process of delivering the product fritsnsource to its final destination in terms oé th
marketing services he provides. It is equal todbsts he incurs and the payment he receives $or hi
capital, labor and management in providing the miamg services.
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Fig. 1. Map of the Philippines showing Quezon provinsdte study area

RESULTSAND DISCUSSION
Key Actorsand Pricesin the Coconut Market Chains

For major coconut products in Quezon, the markatrnshindicating the flow of the product
through the various intermediaries are shown iufgg 2, 3 and 4. They reveal: (a) the movement of
the coconut from the source (towns of Sariaya alagalbas) to outside town outlets; (b) the
transformation of the raw material (husked nutdp iother products such as coconut oil (CNO),
desiccated coconut (DCN), coconut milk, and virgatonut oil (VCO); and (c) the prices or values
of the products at the various stages of the markains. The flow of coco wine (produced from
coconut toddy) is also shown. Called the “tredifef, coconut yields many other products but these
are not shown here.

There are different market channels for husked outopra produced by the farmer (Fig. 2).
He sells the husked nuts to the village agent& Bhilippine pesos (PhP3.60) per kilogram (kg) who
then sells them to the town trader at PhP3.75 gerTihe trader may sell the nuts to the retailehe
public market, wholesaler, coco milk processordesiccating processing plant at PhP5.00 per kg.
The coco milk is sold to the consumer at PhP8 geinkhe town public market or PhP15 per kg at
the supermarket outside town. The desiccated edcsnsold to the local or foreign-based food
processors before reaching the final consumerg fatmer may also process the nuts into copra (i.e.
dried coconut meat from which oil is extracted) ethhe sells to the town trader at PhP12.83 per kg.
The trader then delivers the copra to the oil miiePhP16.01 per kg. The oil miller produces the
crude coconut oil and passes it on to the oil exfat PhP26 per kg. The final product (cookiny isil
then sold to the consumer at PhP40 and PhP65 teerfdir the unbranded and branded CNO,
respectively. The town trader may also processithie he buys from the farmer into copra which is
also sold to the oil miller.
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Fig. 2. Market chains for major coconut products deriveaht husked nuts, Tayabas and

Sariaya, Quezon, March 2006
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The farmer may process the husked nuts into VC&elbithem to processors (Fig. 3). VCO
could be sold to some traders including an expdoated in the town at PhP96 to PhP110 per liter.
This is then sold to distributors and retailersdabeutside the town before getting into the harfds o
the final consumers. Some small volumes are si&tttly by the processor to consumers. At this
stage, the VCO could be in various forms, unfladooe flavored packed in different sizes, and may
or may not be labeled and branded. Due to vargiignt of value-addition, prices could range from
PhP243 to PhP522 per liter. It is noted though ¢basumer packages are usually in smaller sizes of
500 ml or less. Considering that 12 nuts are reduio produce 1 liter of VCO, the corresponding
value of the raw material at PhP4.80 per nut is 5B at the farm level, excluding other
intermediate inputs.
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Fig. 3. Market chains for virgin coconut oil, Sariaya, QorzMarch 2006.
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The bulk of coco wine produced by the farmer ang mdividual processor is sold to
consumers in the local market through the wholesaid retailer (Fig. 4). A limited volume of high
quality coco wine, properly labeled, with improvpdckaging reaches the overseas markets. The
farmer/processor sells at PhP110 per gallon towhelesaler who passes it on to the retailer at
PhP140, who finally sells to the consumer at PhP1%8e prices at the various stages are higher
when the wine is delivered to outside town buyers.

The activities performed in the chain are the ergea functions (buying, selling,
wholesaling and retailing), physical functions iisportation, storage, processing, packaging), and
facilitating functions (sorting and grading, finamg, market intelligence, and various forms of nerk
promotion). These activities add value to the pmdas indicated by the increasing prices when
products move from lower to higher stages of theketachain. These marketing functions create
place, time, form and possession utilities thavjate satisfaction to consumers. Performance afehe
activities involves costs for the use of interméglimputs and investment goods and payment of
return to those who perform those activities.
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Export market------ > Coco wine (leasee)

PhP180/gallon PhP110/gallon

Exporter *------1 Wholesaler

' PhP140/gall
| gafon PhP200/gallon

PhP250/gallon

.............. > Retailer

PhP150/gallon

i PhP350/gallon

CONSUMER

Fig. 4. Market chains for coco wine, Sariaya, Quezon,d1&006.
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Distribution of Product Value Shares

For selected market channels, the market sharaheoflifferent market participants are
shown in Table 1. For branded CNO sold at a supeket outside the town, the equivalent values or
prices at the different market levels are basetherfollowing conversion factor: 1 kg (approximatel
1 liter) of refined CNO = 1.081 kg crude CNO = 167/g copra = 7.192 kg husked nuts. Here, the
specific products are as follows: nuts at the faram& agent’s levels, copra at the trader’s leseide
oil at the oil miller's level, and refined cookingl starting at the oil refiner's level. Given the
respective prices as shown above, the farmer'ssbiathe final product value is close to 40%. The
distributor and retailer combined get 53%, while tither intermediaries have much smaller shares.

For branded and flavored VCO which is processedftbe nuts sold by the farmer and
finally sold at an urban-based supermaxken drugstore, the assumptions are as follows: 12 amats
needed for 1 liter of VCO, price of nuts is PhP4@&0 kg, and price of VCO is PhP261 per 500 ml
plastic bottle. The largest shares are for th&idigor and retailer who provide additional sees®f
bringing the product to an urban center; flavoringnding and advertising of the product; and rsglli
it through the supermarket. The farmer and prawegst relatively smaller shares of 11% and 10%,
respectively. The farmer produces the raw matgriats) while the processor is engaged only in
primary processing without much value-added whiieth® same time selling on picked-up and
wholesale basis. The trader’'s contribution andetfoge share is the least since his role is only to
bring the product from the village-based processdhe distributor for further processing, packagin
labeling, market promotion, and distribution toaikers.

Table 1. Product value shares of the different marketigipants per unit of the product sold,
Quezon, 2006.

Market . . a . . a Marketing Per cent
Par ticipant Selling Price®  Buying Price Margin® Share (%)
Branded CNO

Farmer 25.89 - - 39.83
Agent 26.97 25.89 1.08 1.66
Town trader 27.47 26.97 0.50 0.77
Oil miller 28.11 27.47 0.64 0.98
Oil refiner 30.50 28.11 2.39 3.68
Distributor/retailer 65.00 30.50 34.50 53.08
Consumer - 65.00 - 100.00
Branded VCO

Farmer 57.60 - - 11.04
Processor 110.00 57.60 52.40 10.04
Trader/wholesaler 125.00 110.00 15.00 2.87
Distributor 365.40 125.00 240.40 46.05
Retailer 522.00 365.40 156.60 30.00
Consumer - 522.00 - 100.00
Coco wine

Farmer/processor 110.00 - - 73.33
Wholesaler 140.00 110.00 30.00 20.00
Retailer 150.00 140.00 10.00 6.67
Consumer - 150.00 - 100.00

2Selling and buying prices are in PhP per liter@O and VCO and PhP per gallon for coco wine. Bwithe
time of survey (February to April 2006), the excgamate is about 51.50 Philippine pesos per U&udoll
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The simple channel for coco wine sold within thevroinvolving only the wholesaler and
retailer as intermediaries provides a considerabigre of 73% to the farmer/processor. This is
because of the relatively low final product valirgce no transportation and other value-adding costs
are incurred. In the extreme case of the farmiingalirectly to town consumers, the farmer widtg
100% of the entire product value.

The above analysis shows that there is conditienealue addition taking place in the
market chains as indicated by the increasing pridethe coconut products as they move from the
lower to higher stages of the chain. However fénmer’s participation in the marketing activitiiss
quite limited as they remain in the lowest stagéhefchain, the farm market level. Commonly, they
sell only the raw materials (husked nuts or cora] therefore receive the lowest price among the
various market participants. Although it appe&ed the farmer’s share is quite high especiallthan
case of coconut oil and coco wine, this does noesearily translate into high farm income. The
shares are based on per unit product value ane dareners have small farm sizes, low farm
productivity and therefore have low marketable Rigptheir incomes are generally low (Pabuayon
and Medina, 2007). In fact, among the key markédra, the farmer has the lowest income (Table 2).
While the trader and oil miller have much smalleargs of the final product value, their incomes are
considerably higher because of their large scakraijpns. Incidentally, they have considerable
advantage over the farmers as they have the reljoagital, managerial skills, and access to market
and information. On the other hand, the farmeesimia disadvantaged position. Although VCO is a
high-value product, farmer-processors do not gghhincome due to small-scale operation and
inability to undertake other value-adding actiwdtike improved packaging, labeling, advertisingd a
selling in high-end markets. Pabuayon (2008) regbthat the coconut farming communities in the
Philippines have higher poverty incidence compaoeitie country as a whole.

Table 2. Estimated average income (before tax) of keyigpénts in the coconut market chains,
Quezon, 2006

Market Products Produced/Sold PhP per Month
Participant
Farmer Husked nuts 892 -1,138
Farmer/processor VCO 6,762
Trader Husked nuts, copra, charcoal 84,960
Oil miller Crude CNO, copra cake 0.80 — 2.55 millio

Constraints Faced by Farmers

The existing marketing system wherein farmers lgyjast sell raw materials and often to
village-based traders indicates their inabilitypmvide greater value for their products and seek
higher-level markets. There are various reasong tiva current marketing practices persist. These
are:

(1) no minimum or maximum volume required by the lacater; farmer can sell any volume
without any purchase order or written contract goie sale

(2) product can be delivered to or picked up by thddranytime

(3) buyer could be easily contacted whenever thererieesproduct for sale

(4) all sizes and qualities are accepted although sbuoyers may reject over-mature and
cracked nuts and impose price discounts for coptanmeeting the moisture and quality
requirements

(5) farmers are immediately paid in cash upon salecamdrequest for cash advances or loans
charged against future sales although this arraageprovides very little market power for
farmers during actual sale
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(6) long-time relationship between farmer and trader

(7) no transport and delivery problem to higher-leverkets

(8) belief that there is no significant price advantdge products sold to town or provincial
buyers

Farmers are constrained from engaging in valueraddctivities and exploring alternative
marketing options (Table 3). The primary reas@tate to lack of technical knowledge and inability
to finance the business. Technical seminars hatdéeen conducted yet in their area according to
the farmers while others stated that although tiexe already attended seminars on VCO processing
they still could not get the right quality requirby the market. They do not have start-up cafutal
processing equipment and operations. Others cokext their harvest is small to support processing
while some are not certain how and to whom theydsell their products.

Table 3. Constraints in engaging in coconut-based ertaprand in linking with markets

Constraintsin Enterprise Development® % Constraintsin Linking With Markets %

Lack of technical knowledge 55 Poor roads, high transport cost 13
Lack of capital 52 No assistance, no information 18
Lack of equipment for processing 18 itéd coconut production 15
Limited coconut production 16 Lack of capital 11

No sure market 11 Cannot compete with other sellers 16
Time management problem 5 No response 27
#Multiple response All 100

Poor roads and high transport cost, lack of marketmation, limited volume for sale, lack
of capital, and inability to compete with those whave large surplus to sell make it difficult for
farmers to link with favorable markets. Table #g@nts the problems and constraints reported for
specific coconut products.

Table4. Product-specific problems reported by coconatipcers and sellers

Coconut
Products Problemg/Constraints
Husked nuts « Infestation of pests and diseases and adverse sveaihditions
and copra * Poor post harvest handling resulting to poor gqualibducts
e Poor farm-to-market roads
« Limited access to markets and buyers
Virgin coconut e Lack of big buyers
oil « Lack of capital

« Lack of technical and entrepreneurial skills
* Limited quality control
Coco wine * Absence of product standards
« Inadequate quality control among small scale predhkic
e Poor linkage with higher-level markets
e Limited product development
« Rising cost of production
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CONCLUSIONSAND POLICY IMPLICATIONS

Due to lack of adequate resources, farmers ardreimsd from adopting various marketing
and value-adding activities that will improve fammecome. Primarily, farmers are unable to add value
to their products and to reach higher level martkeAs a result, they receive low prices for their
products causing limited incentives for improvingrri productivity.  Although village-level
processing of VCO and coco wine is possible, thergelimited to a few farmers with adequate
resources. Comparatively, farmers realize muctetomcome than the other players in the market
such as traders and processors. This partly ewpthe relatively higher poverty incidence in cagon
farming communities compared to the rest of thentgu

In order to alleviate poverty in coconut farmingnaunities, the policy initiatives should
focus on providing assistance to farmers towardiremsing their market development needs and
improvement of the current marketing system. @ffiiical needs are capital, technical assistande an
training, equipment and tools, and market infororatio enable farmers to undertake processing and
put up village-level enterprises for producing lagialue products, improve product quality, and
forge linkages with favorable markets. They ailsed to increase their harvest through higher farm
productivity to support the raw material needshaf hew enterprises.

Higher productivity could be achieved through imgrd farm management practices
including multiple cropping and replacement of &enrees with new ones. They need reliable
information on prices and favorable market outfetstheir products. Toward meeting these needs,
the Philippine Coconut Authority must re-focusdtgension program to provide a holistic package of
services on technology, information, credit, maskeand entrepreneurship. On the part of the
farmers, they must strengthen their organizati@nertable them to undertake collective action for
efficient marketing of their products, improved @aining for better prices with their buyers, and
better coordination in obtaining available servieesl resources from the government and NGOs.
Better organization of farmers is possible througdntinuous training and capacity-building,
sustained support from the government, and imprinwesihess linkages with the private sector.

ACKNOWLEDGEMENT

We wish to acknowledge the financial support predidy the World Agroforestry Centre
(ICRAF) for our research entitled “Market Developrthdéor Coconut-Based Agroforestry Farms in
Quezon, Philippines: A Case Study”.

REFERENCES

Balisacan, A.M. 1992.Rural Poverty in the Philippines: Incidence, Determinants and Policies.

Asian Development Review: Studies of Asian and fikaBiconomic Issues, Vol. 10, No. 1,

Asian Development Bank.
Bureau of Agricultural Statistics. www.bas.gov.ph
Philippine Coconut Authority. http://pca.da.gov.ph
Pabuayon, I.M. and C.M. Medina. 2007. Policy Ingtiees for Coconut-Based Communities in the

Philippines: The Market, Poverty and EnvironmemxiNs. UP Los Banos and UP Center
for Integrative and Development Studies. Dilimange@on City, Philippines. 54 p.

61



J. ISSAASVol. 15 No. 1: 52-62 (2009)

Pabuayon, I.M. 2008. Alleviating Poverty in Philipe Coconut-Based Communities through Value-
addition and Improved Marketing Possibilities. Bapresented at thé"6Asian Society of
Agricultural Economists (ASAE) Conference on “Thsi@n Economic Renaissance: What's
in it for Agriculture” held on 28-30 August 2008 dte AIM Conference Center, Makati
City, Philippines. 17 p.

62



