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Abstract

The Philippines can only reduce poverty by addressing the root of
poverty and the coconut sector is among the poorest. At the same time, the
coconut sector offers the greatest potential to attain the goal of inclusive
growth by providing the jobs and spurring agricultural and industrial
development that are sustainable.

To achieve this, the coconut industry should diversify horizontally by
effective intercropping and integrate vertically by improving upstream raw
material production and downstream high-value products. At the center of
these efforts of vertical integration and horizontal diversification is the
coconut farmer. Measures to redress the social, economic, and political
injustices, which the coconut farmers have suffered, should be prioritized.

The copra-based industry should be phased out and replaced with
technology that can effect the full value recovery of the coconut. The shift
away from copra towards integrated processing will enable full processing of
the coconut and higher quality of product. However, this will require larger
investments in processing centers, which should be strategically located for
cheaper transport of coconuts from the farm, as well as transport to
downstream factories. The costs of transport and logistics have to be
considered. Value-adding processes for fatty acids and methyl esters should
be promoted to raise earnings from the coconut.

The strategy for the Philippine coconut industry must be comprehensive
and must consider measures at various levels: the coconut farmer, the local
level, the oil mills and processors, the cocochemical industry, government
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intervention and support, and S&T initiatives. A number of coconut
federations and industry groups have proposed that the Coco Levy Funds be
used for the benefit of the coconut farmers and the revitalization of the
coconut sector.

Keywords: Philippine coconut industry, poverty, copra, inclusive growth

Introduction

The Philippine Development Plan 2011-2016 boldly sets for the
administration of President Benigno S. Aquino III the objective of attaining
“inclusive growth” which was defined by the Philippine Development Plan
as “growth that is sustained, that massively creates jobs, and reduces
poverty.”

What is Inclusive
Growth?

It is high growth that is
sustained...

... that massively creates jobs,
... and reduces poverty.

Figure 1. “Inclusive Growth” as defined in the Philippine Development
Plan 2011-2016.

The National Academy of Science and Technology shares the same
aspiration as Pres. Aquino, and thus embarked on a program to construct a
Roadmap for Inclusive Growth. The focus of the NAST effort was to show
how the Philippines can hamess science and technology in reviving the
manufacturing sector.

The Philippines can only reduce poverty by addressing the root of
poverty, and among the poorest sectors is the coconut sector. The coconut
sector, however, has the potential to provide sustained agricultural and
industrial growth, provide wide employment opportunities in a diverse range
of areas, and significantly reduce poverty.
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The impressive growth that the Philippines has been experiencing cannot
be sustained unless we attain inclusive growth, defeat poverty, and remain
competitive. The principal thesis of this paper is two-fold:

e First, the problems of the coconut sector must be addressed if the
Philippines is to attain inclusive growth, and

e Second, this sector, properly developed, can provide sustainable
agricultural and industrial growth to attain inclusive growth.

A comprehensive roadmap requires a strategy that combines social,
economic, and political reform, together with scientific and technological
innovation. Institutionally, this effort needs the leadership and vision from
the President in order to coordinate all the agencies of government, harmess
the active cooperation of the private sector, and most importantly, win the
support of the most affected sector — the coconut farmers.

Inclusive Growth through an Agro-Industrial Strategy

“Inclusive growth” is the development paradigm that considers “both the
pace and pattern of growth, which are considered interlinked, and therefore
in need to be addressed together” (Ianchovichina and Lundstrom 2009). The
paradox of Philippine economic growth of the past decade has been one of
the relatively high growth rates amidst stubborn poverty. Indeed, the
Philippine Development Plan 2011-2016 acknowledged that inclusive growth
“is an ideal which the country has perennially fallen short of, and this failure
has had the most far-reaching consequences, from mass misery and
marginalization, to an overseas exodus of skill and talent, to political
disatfection and alienation, leading finally to threats to the constitution of the
state itself.”

The Philippine Development Plan 2011-2016 enumerated the following
measures that the Philippine government will prioritize in pursuit of inclusive
growth:

¢ Massive investment in infrastructure
e Transparent responsive governance
e Human development together with employment generation
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The National Anti-Poverty Program (2010-2016), which was prepared by
the National Anti-Poverty Commission (NAPC), complements the Philippine
Development Plan, stating that:

“Paverty reduction can be accelerated in two ways, through more rapid
economic growth and/or by improving the impact of economic growth on
the poor. The latter can be done by undertaking the following:

a. Creating productive employment opportunities. In particular,
there will be an emphasis on the development of enterprises that
provide the highest value-added to agricultural outputs.

b. Increasing agricultural productivity.

¢. Facilitating economic diversification, especially in rural areas”
(NAPC 2010b).

The National Anti-Poverty Program identified two important objectives:
first, the development of enterprises that provide the highest value-added to
agricultural outputs; and second, the increase in agricultural productivity.

In both programs of the Philippine Development Plan and NAPC,
science and technology can play an important role in the pursuit of inclusive
growth and sustainable development but neither agency recognized this.

Among the agricultural sectors, the coconut sector has the highest levels
of poverty incidence and the lowest allocation of government support. In
terms of size, the number of coconut farmers is comparable to the numbers of
rice farmers and fishers (NAPC 2010a) (Figure 2). However, the coconut
farmer is the most neglected.
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Figure 2. Poverty incidence and allocation of agricultural modern

assistance (NAPC 2010a).

The Role of Manufacturing in Inclusive Growth

Norio Usui, senior country economist, Philippines Country Office, Asian
Development Bank, in his book: Taking the right road to inclusive growth:
Industrial upgrading and diversification in the Philippines, advanced the

treatise that:

“The main reason behind the Philippines’ lagging growth performance
and development outcomes in the regional context lies in a sluggish

transformation of the economy

— in particular stagnant industrialization

— in the past decades. The Philippine economy’s chronic problems of
high unemployment, slow poverty reduction, and low investment are

reflections of the sluggish industrialization...

To achieve inclusive

growth, the Philippines needs to develop a stronger industrial sector to
create productive job opportunities for the growing labor force.” (Usui

2012)

Unfortunately, since the 1980s, the Philippines has taken the path of de-
emphasizing the Industry sector in favor of increasing the Services sector.
This is in marked contrast to the path taken by our more progressive ASEAN
neighbors — Indonesia, Malaysia, and Thailand — which chose to grow their
Industry sector more vigorously (Table 1).
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Table 2. Data on the coconut agricultural sector. (Romero Jr. 2013;
Carpio 2013)

Area Planted to Coconut (2011): 3.562 M hectares*

(26% of total agricultural land)
Number of Provinces Covered: 68 out of 79 (86%)
Number of Municipalities Covered: 1, 195 out of 1,491 (80%)

Number of coconut farmers: 3M (estimate)
Number of coconut farmers’ associations: 11,000
Number of coconut farmers’ cooperatives: 953

Number of coconut farmers” federations: 9

Number in coconut-related enterprises: 25M (estimate)

Number of Coconut Trees: 340 M (estimate)

Number of Senile Coconut Trees: 44 M (estimate) (~13% or total)
Nut Production (average): 43 nuts/tree/year; 15.2 B nuts/year

* In comparison, rice has a total harvested area of 4.5 M ha. (Ref: Rice in
the Philippines, International Rice Research Institute)
(http://irri.org/index.php?option=com_k2&view=item&id=10718:rice-
in-the-philippines&lang=en)

Sto 2nha
50,30( )

Distribution
of Coconut
Farms

Figure 4. Distribution of coconut farms. (Romero Jr. 2013)
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Figure 5. Trends in coconut exports and domestic consumption during
the period 2001-2011 (UCAP).

At the farm level, a major barrier to higher productivity is the low yield
of 43 nuts per tree per year. The Philippine Coconut Authority has been
recommending replanting with hybrids and a new synthetic variety which
can increase this yield to 60—150 nuts per tree per year. This will raise the
income of the coconut farmer substantially and increase the raw materials
supply for industry. Unfortunately, the needed funds to undertake the
replanting of new hybrid higher-yielding coconut trees have not been
provided (Carpio 2013). In addition, as in the case of all crops, proper care
and management will be needed from the farmer.
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Table 4. Decrees and issuances affecting the coconut farmer during the
Marcos rule. (Romero Jr. 2013)

June 30, 1973

PCA to take over collection of the CIF levy.

DECREE/ PURPOSE EFFECT
{SSUANCES, DATE
RA 6260 To impose a levy of to create Coconut Industry  |Forced savings for farmers (P0.55 / 100
June 19,1971  |Fund (CIF) kilos)
PD 323 To create the Philippine Coconut Authority (PCA).|Effectively places Cocofed and political

allies in control of the coconut industry

PD 276
August 20, 1973

To establish the Coconut Consumers
Stabilization Fund (CCSF); fund to be used to
subsidize the sale of coconut-based products.

Imposed first big levy: P15/100 kilos

PD 414
April 18, 1974

CCSF made a permanent fund and expanded to
include capital for investment; empower PCA to
set the amount of the levy.

Levy collection extended indefinitely

PD 582
Nov 14, 1974

Create another fund: the Coconut Industry
Development Fund (CIDF) to “finance the
establishment, operation and maintenance of a
hybrid coconut seed-nut farm... and the
implementation of a nationwide coconut
replanting program”

Development of Bugsuk Island seed garden
out of CIDF which was turned over to a
private entity; effectively created monopoly
in the supply of hybrid seeds.

PD 755
July 29, 1975

PCA to acquire UCPB, CCSF collections deposited
interest-free, with said bank

The First United Bank {FUB) is acquired by
the PCA using the CCSF. It was renamed
United Coconut Planters Bank and was
turned over to private individual to manage
and control.

PD 961
Oct 21, 1976

Create the Coconut Industry investment Fund
(CHF), to be administered by the UCPB, to
acquire shares of stock in coconut industry-
related companies.

UCPB used the CHF to acquire the country’s
biggest coconut oil mills creating the
Unicom and Cocochem monopolies.

PD 1468
June 11, 1978

To revise Coconut industry Code; shift the
burden of the levy to copra exporters, oil millers,
desiccators and other end-users

Levy collection entrusted to UNICOM and
monopolies. Funds are now exempted from
COA audit.

LO1 926
Sept 3, 1979

UCPB was directed to invest the CHF in a private
corporation which would serve as the instrument
to pool and coordinate the resources of the coco
farmers and oil millers in the buying.

Coconut established. Unicom
monosopny/monopoly created.

EO 825
Aug 27,1982

Caconut {evy collections officially stopped

Levy collection unofficially collected by
Processors.

UCPB Resolution
Aug 9, 1983

Acquisition of additional cil mills

Absolute monopoly of CNO supply.

UCPB Resolution
Dec 15, 1983

Acquisition of SMC shares

Diverts levy funds from coconut
development.
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e The coconut-based farm system (CBFS) should adopt horizontal and
vertical farm integration for the full utilization of the coconut. This
will enhance the total factor productivity (TFP), (land, man, and
capital);

e Cooperative marketing associations or marketing boards must be
implemented in order to put producers on bargaining equality with
consumers and remove the circuitous marketing structure of the
industry sector;

e Provide government support services (e.g., infrastructure, technical
and educational extension services, public credit agencies); and

e Promote an efficient input/output delivery system through adequate
storage and transport facilities.

Achieving these measures will require coordination among several
agencies of government, the private sector, the local communities, and the
farmers. A number of coconut federations and industry groups have proposed
that the Coco Levy Funds be used for the revitalization of the Coconut
sector.

Achieving Global Competitiveness in Oleochemicals

The Coconut Industry can be grouped into three major sub-sectors: coco
chemicals, biofuels, and food and health. Each sub-sector has its own needs
and dynamics. Although the cocochemicals sub-sector shares some overlaps
with the biofuels sector, the external conditions that drive demand for coco
chemicals and coco biofuels are different. In particular, the demand for
biofuels is driven by the Biofuels Act of 2006, which mandates the use of
coco methyl esters (CME). If the mandated biofuel content of diesel is raised
to 5% (B5), this will mean a CME demand of 350 M liters per year (Lao
2013).

The diversity of the products from the coconut can also be exploited to
encourage the development of small and medium enterprises (SMEs).
However, the development of SMEs requires support from the government in
terms of product and market development, technology transfer and
assistance, and financing.
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Glycerin is a significant by-product that can be developed for various
high-value applications. Currently, crude glycerin is being exported for
further refining. The switch from copra to an integrated wet process will
improve the quality of crude glycerin which will make bleaching
unnecessary (Patifio 2013). New uses of glycerin must be developed to avoid
price erosion. The profile of glycerin is summarized in Table 7.

Table 7. Profile of glycerin: opportunities for converting a byproduct
into a high-value product (Patifio 2013; Lao 2013)

Glycerin Supply
e Global natural glycerin capacity is estimated at 3.7 Million MT.
e Current Philippine production is 15,000 to 37,500 MT per year of
crude glycerin
o Substantial increase to 6 million MT by 2020 from biodiesel
production
e Premium on Coco-Glycerin from sustainable source

Current Uses of Glycerin
e Crude Philippine glycerin is exported and converted into refined
glycerin and other value-added products
Food products
Cosmetics
Pharmaceuticals
Resin intermediate

Potential Uses of Glycerin
e Animal feed and nutrition
e Biomethanol

e Replacement for petrochemical intermediates, such as propylene
glycol and epichlorohydrin

Coco Chemicals

The coconut industry can increase the value of its products by improving
its processing (e.g., shifting away from copra) and by going into value-added
products. “Value added products” refers to the increase in the value of a
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coconut oil industry. Malaysia and Indonesia supply a bigger share of the
global markets of fatty acids and fatty alcohols and generally produce
superior oleochemical products compared to the copra-sourced Philippine
cocochemical products. Price-wise, Malaysia and Indonesia are able to sell
more competitively because their oleochemical industry is vertically
integrated from farm to chemical factory. In addition, Malaysia and
Indonesia encourage domestic production through an export tax scheme
which makes domestic prices of oils cheaper (Table 10) (Patifio 2013; Lao
2013).

Table 10. Comparison of Malaysian and Indonesian oleochemicals
industries versus the Philippine cocochemical Industry. (Patifio 2013;
Lao 2013)

e The Malaysian and Indonesian oleochemicals industries are
vertically integrated producers.

e The Malaysian and Indonesian oleochemicals industries have larger
installed capacities than the Philippine cocochemical industry.

e Fatty acids produced from palm or palm kernel oil have superior
color properties over fatty acids produced from copra-sourced
coconut oil.

* Indonesia and Malaysia provide export tax.

e PKO sells at a lower price than coconut oil.

» Foreign partners with downstream technology unwilling to invest in
the Philippines due to absence of long-term plan for increasing
coconut production,

Another source of strength of Malaysia palm oil is the strong forward-
looking vision of the Malaysian Palm Oil Board: “To become the premier
Nobel Laureate — producing research and development institution, providing
leadership and impetus for the development of a highly diversified, value-
added, globally competitive and sustainable oil palm industry.” (MPOB
website) This science-based strategy has pushed palm oil far ahead of
coconut oil. Indeed, over the past 25 years, the Palm Oil Research Institute of
Malaysia has produced many products and innovations on palm oil and has
funded numerous researches in partner laboratories overseas to promote the
science of palm oil. Unfortunately, the Philippine coconut industry has no
institute or research program that can compare with this.
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Integrating the Value Chain

One of the major weaknesses of the coco chemical industry — which is
one of the strengths of our Malaysian and Indonesian counterparts — is the
absence of a value chain that links the production of raw materials (coconut
oil) with manufacturing, product development, and marketing. A stable and
sufficient supply of coconut oil is necessary for the industry to be
competitive. Vertical integration — from the supply of raw materials, to
manufacture, product development and marketing — creates more value for
all (Figure 14).

The Value Chain

onino hevand manufacturine

-

Figure 14. Integrating the value chain will make the oleochemicals
industry more competitive. (Lao 2013)

Emerging Applications for Oleochemicals

The global oleochemicals industry is a dynamic industry that has a stable
market for its existing applications but still has a number of promising
emerging applications, in particular in the following: (Figure 15)

e Biolubricants: Because machine lubricants are often lost in the
environment through leaks, etc., there is a market for
environmentally-compatible lubricants or lubricant additives.

e Green Chemicals: There is a demand to replace petroleum inputs in
paints, coatings, adhesives, and other products.
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Figures 16a and 16b. The range of traditional and modern uses of the
coconut industry: horizontal and vertical integration. The coconut is
truly the Tree of Life.

Crafting a Comprehensive Roadmap

There are several challenges for the entire Philippine coconut sector and
a comprehensive roadmap is needed to address these: How can it be a vehicle
for inclusive growth? How can we revive our cocochemical industry? How
can we make it globally competitive? The following points summarize the
presentations and discussions from the NAST roundtable sessions on
Inclusive Growth and the Coco Chemical Industry.

The strategy for the Philippine coconut industry must be comprehensive
and must consider the following:
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The Philippine Supreme Court has ruled that the Coco Levy Funds
are owned by the government and can be “used only for the benefit
of all Coconut Farmers and for the Development of the Coconut
Industry”

At the level of the coconut farmer:

The social, economic, political, and historic dimensions of the
coconut industry must be understood from the perspective of the
coconut farmers, and tangible benefits must accrue to the
coconut farmers.

Massive effort to replace senile and non-productive coconut trees
with better high-yielding and disease-resistant varieties.
Introduce science- based farm management system with
appropriate technologies

Technical and financial assistance for coconut-based inter-
cropping system; promote horizontal integration.

Mitigate wide fluctuations in coconut prices.

Provide education and health care for the coconut farmer and his
family.

At the local level:

Development of SMEs that can create products from the other
parts of the coconut. This can harness the skills and provide jobs
for moderately skilled workers and drive inclusive economic
growth. This will require assistance in terms of product and
market development, technical assistance and financing.

At the level of the oil mills and processors:

Phase-out of the copra process in favor of a process that makes
use of all the parts of the coconut; development of more efficient
processing technologies.

Provide financing for technological upgrades.

Expand the coconut-related SME sector.

For the coco chemical industry:

Sustainability and environmental protection should be built into
the design of the coconut industry as this is an important selling
point for consumers.
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Improve industry-wide coordination to enable vertical
integration and supply-chain.

Focus on the higher demand for medium chain triglycerides for
cosmetic preparations and health/nutritional formulations.

More product development is needed to realize the higher value
due to the favorable carbon chain distribution of coconut oil.
Provide fiscal incentives for Coconut Industrial Estates,
especially in Mindanao where the majority of our coconut trees
are.

There is a need to expand to reach economies of scale.
Coco-biodiesel now forms the foundation of the oleochemical
industry due to the Biofuels Act of 2006. This will continue to
grow based on the mandated use of coco-biodiesel.

Local R&D should be developed for oleochemicals and glycerin.
Improvements can be realized through improved logistics, lower
power costs, and an executable Master plan.

Government intervention and support;

Strategic utilization of Coco Levy Fund that will benefit the
coconut farmers and support the industrialization of the sector.
The coconut replanting program should be accelerated.

The government should secure favorable conditions in
international trade.

Coconut R&D:

R&D should be linked to the needs of the coconut industry,
including both upstream and downstream processes (vertical
integration).

Particular concern should be focused on the areas of genetics,
agronomy, plant pathology, entomology, chemistry, and
chemical and industrial engineering. Explore the use of IT to
enhance efficiencies at all levels of the coconut industry and to
enhance vertical integration.

R&D directions should be industry-led and coordinated through
an appropriate Coconut Research Council to be created for this
purpose.
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e R&D to investigate the optimal utilization of a/l parts of the
coconut which will provide maximum benefit to the farmer and
support a competitive industry

8. Education:

e Develop focused coconut education and vocational-technical
programs for grades 11-12 in coconut-producing provinces.

e Develop academic programs which support the coconut industry.
These should include science and engineering programs, as well
as sociology, economics and finance, and political science
programs. This development can be coordinated through the
creation of a CHED Technical Panel on the Coconut Industry.

Because of the breadth and complexity of the entire coconut industry, an
appropriate multi-sectoral body should be formed to oversee the
developments and coordinate strategies.

The Coconut Industry is probably the best opportunity for the
administration of Pres. Benigno Aquino to create productive jobs and reduce
poverty on a massive scale, to develop a globally competitive sector, and to
attain inclusive growth that is sustainable. No other administration has
achieved these.
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