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ABSTRACT

Coffee isone of[ | 2 4-fve éx@riéarners and agricultural largeskport commodity TheLao coffee

farm communityis comprisef more than20,000smallholders operatind-3 hectares, anuch smaller
number of plantations with 410 hectares and seva emerging large, domestiand foreigninvested
plantations cultivatingnore than100 hetares The farm industrylinks extensively withother related
businessesind jobs thraughout thecoffee industry supply chainmaking ita vital part of theO 2 dzy' (. NB Q &
economy. Ay major change that occurs in the Lao coffee isthy will affect many lives anthe
economy & beyond the coffee farm communityBoosted bygovernment supports ah inflows of
resources from domestic antbreign private investmentsthe Lao coffee industry is on a path of
growingfarm output and Las-grown brands, with incred@sg share of the Arabica varietieBhis growth

trend is driven by land expansion, growiyigld, the need for value creatiorgnd demand from the
specialty coffee marketWhat arethe development patters of the Lao coffee industryin the past
several decadesHow did the global price crasi the early 2000sind entries of foreiganvested fims

affect the industry andives ofvillagefarmersand howhavethese changeshaped the futire growth

path of the industry?2Vhat are themajor problems, challenges, and concerns that exist in the industry
today? As the industry continues tonature, will small farmers have a fair share of thadditional
benefitsto be create® Will the drive to attain higheproductivity be achieved at the expense of the
environment and the health and wellbeing of farm workers? What can policy makers, development
agenciesand sociallyand-environmentally responsible private coffee business owners/executives do to
lead the development of the Lao coffee industry towards growth with an econeou@i
environmental balancePhese questions are addressed in this paper.
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Introduction

| 2FFSS Aa 2fiyeSexpftEarrers and dyriciilt@rallargeskport commodity. Lao coffee

have beerexported nearly entirely in the form of green beans, althousgveral roastd coffee brands,

one instant coffee brandand cafés have recently emerged in the domestic market. While being one of
0 KS O2 dzyforbigncuirency kakngrs, the industry also provides tax revenues to the government
that can bere-circulated in the eanomy. However, the mosimportant role of the coffee industry in the
Laoeconomy is that it provides jobs and incaste more than20,000 smallholders and thousands of
hired farm workers in the SoutBesides providing farm jobs, the industry adspports other related
businesses andreates additional jobs in commerce, finant@nsportation, utility servicesand other
services throughout the supply chain of the coffee industry (e.g., administrative, clerical, technical and
labor work at the mills, trasportation services, processing plants, cafés, coffee research station, etc.).
Thus, any significant change in the industry will certainly have significant impacts on the lives of many
people and the broader economy.

What path the Lao coffee industry ikdly to take shape in the next ten to twenty yeafid® Lao coffee
industry is on a path of growing total farm output and &goown coffee brands, with increeg share
of the Arabica varieties his growth trend is driven by land expansion, growinglyible need for value
creation, and demand from the specialty coffee marlatductivity will continue to grovbecause
coffee production in Laos is in genkstill operated in thdower regionof the coffee productivity
frontier, and more investmerstare being made in modern tools, machinerigsainly for milling)
farming techniquesand in more productive varieties

This articleexamineghe Lao coffee industgd RS @S 2 LIW$hy past kdveiialidSdsdas
touches on how the global price craishthe early 2000and entries of foreigfinvested firms affected

the industry and the lives of ruradmall farmers and on hothese changehave shaped the future
growth path of the industryWhat arethe majorproblems, challenges, and concerns thaisein the
industry todayWill the drive to attain higher output per hectare be achieved at the expense of the
environment and the health and wellbeing of farm workers? As the industry continues to mature, will
smallscaled family farms have a fair shafethe additional benefits to be created¥hat can policy
makers, development agencies, and sociatig-environmentally responsible private coffee business
owners/executives do to lead the development of the Lao coffee industwards growthwith an
ecoromic-sociatenvironmental balanceThese are thenainissues discussed towds the end of this

paper.
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A Description of the Lao Coffee Industry Today

In 2007 Laos harvested 33,200 metric tons (tons) of green coffee bieams44,990 hectaresf

harvesed area according to the Food and Agriculture Organization of the United Nations. (lRAGY

same yearl.aos exported between $US 25 million (according to the FAO) and $US29 million (according
to the Asian Development BankADB) of green coffee beanscacinting for morethan 64% of the

O 2 dzy i NBaghcultuialZxporttin that year.

Most of the coffees grown in Laos are exported. According to the FAO data, between 2000 and 2007,
approximately 60% of Laagown coffees on average were exported annudllpmestic private

sources, however, suggested that-88% of Lacgrown coffees were exported annually. For the

StFo0o2NX A2y 2y RFEGF RA&ALWzISazZ &aSS abz2dGSa 2y RIFGI
were exported to the European market, wiermany, Poland, France, Belgium and the Netherlands as

GKS Yl 22N RSalAyliGAz2yad 9ELRNI (2 (KS ! o{ dX g2NIR
In that year $US8.15 million worth of Lao green coffees were received at the U.S. ports,feojump

$US0.106 million in 2006, according to the U.S. Department of Commerce. This would account for

between 2®6 and 32% of the total expdttn 2008, Lao coffee export to the U.S. dropped to $US3.54

million as the average import price increased from $39/kg (2007) to $US2.43/kg (2008).

The coffee farm communyjtin Laos todays characterizednainlyby more than 20,00@mallholders, 13
hectares family farmsA much smaller number gilantations with 410 hectaresand several emerging
large, domesticlly- and foreigninvested plantations cultivating 188lus het¢ares make up the

remaining portionof the farm community. Many small farms entered into a contract agreement with

the processoltrader that guarantees the salef farm output and many othersemained independent

and sold to any buyer of their choic8ontracts are often verbal. Written contracts are especially for
cases that farmers either received loans or other form&oh inputs fromatrader/processorlLarge
farmsthat process their ownxportsarealso commonly engagén a purchasagreementwith small

family farms. There are about ten local traders with facilities to facilitate the purchase of dried coffees
from small farmers for milling/processing and exporting.

Production is highlyancentrated in the Bolaven Plateau, credtiey ancient volcanic soil, ah

elevation ofup to 1,300meters above sea level in Paksong Districtr@r@pasack Province in the south

where approximately 885% of all comrmarcial coffees in the countrg prodiced. Another 1520% of
O2YYSNOALFf O2FFSSa IINB aINRgYy Ay (GKS .2t @Sy tfFaGS
neighboring provinces of Saravan, Sekong, and Attapeffee crops are also found in small plots in

other partsof the country in the Northbut they are commercially insignificant

1 O02NRAY3 G2 GKS Clhs [F2&aQ G2aFf F3ANRKROdZ GdzNI £ SE LR NI
$US7.7 million.

%1t would have been 28% if based on the total export values reported by the ADB ($WRS9 or 32% if based

on the FAO reporsUS 25 million)
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There are two main commercial coffee varieties grown and traded worldwide: Robusta and Arabica.
Robusta coffee has continued to dominate the coffee farms in Laos, because of its dessisat and
resilient quaities. However, acording to the coffe@xperts, the Robusta varieties aregeneral

consideredo be of lower qudity varieties, due to theihigher lewel of acidity, and thus commarad

lower price.NeverthelessWinstonet al.(2005)suggested that LaRobustavariety hasunique

characteristis, which se it apart from the Robusta varieties found elsewhéareghe world The unique
qualitiesof the Lao Robusta vaty, according to Winstoat al.(2005) is a result of it having been

grownfor decadesat high elevation®f up to 1,300 meters above sea lewshere the Arabica varieties
would normallybe found. Robusta coffees are normally grown in lower elevationsuitable for

ArabicaIn 2001, the poduction of the Arabica varietiesccounted for apprarnately 12% of the total,
according to Lao official datited in Winston et al. (2005\Vith governmenf & & dzLdhdgeadly T 2 NJ
the share of the Aabica varietiesby around 2004, the diseagselerant catimore Arabica variety was
introduced and proliferted in the Bolaven Plateau with the assistance of the FAO. By 2008, the share of
GKS I N} oAOF @GFNARS(Ge KFa INRgY (G2 op:r Ay (GKS [/ Kl YL
/ Kl Y LI Bdpditingxtof Agricultural and ForestipAR. The cultivatio of the Arabica variety is

mostly controlled by several large, foreigwned farms.

Beyond the coffee farm, recently, a small number of new brands of roasted coffees have emerged and
an instant coffee has been developed and sold mainly in the domestikem#&oasted coffees wrapped

in attractive packages have been appearing in convenient stores around the country. Specialty coffee
development is clearly emerging in Laos in the past few years. Evidence include sewdyaleveloped
coffee websites and d¢fee shops owned by specialty coffee developers sprouting in major cities.

Economic Liberalization, Private Entries, and Growth

Although coffee in Laos was introduced by the Fremmbuta century ago, it has never grown to

become an important partof 8 O2 dzy 4G NBE Q& F ANR Odzf GdzNF £ SO2y2Ye dzyi.
type of currency used for debt repayment to the former Soviet Union and Vietham by the new

communist government that championed the political struggle. Nonetheless, robust growth did no

begin until the midl990s(Figure 1)with entries of private investments in the coffee plantation and

trade, as a result of the economic liberalization policy designed to move the economy from a centrally

planned to a markebriented one.

According tohe FAO, in 1990, when the international price for Robusta was $US1.18/kgyrbeosed
5,204 tonsof green coffee beans from 17,066 hectares of area harve&edghly, there were 13,000
households engaged in coffee farmiaigthe time® The economic libmlization policy was implemented
justat the right time for the coffee industry, as coffee prices were gigfrigure 2). By 1995, the
international price for Robusta increased to $US2.77/kg, a rebiyld fa an annual average in nearly
23years since 186, when the annual average price was $3.24/kg.

I dzi K2 NRa NRdzAK SadAYl S otheFBRremred thtd Barves@das. IS T NY &A1 S
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Figure 1. Coffee Production in Laos: 1980 - 2007

Coffee Production in Laos: 1980 - 2007
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Figure 2. World Annual Average Coffee Prices: 1980 - 2009
Annual Average World Green Coffee Prices
1980- Sep. 2009
($US/kg)
$5.00 Robusta Price == Arabica (Other) Price
$4.50 A 1997
$4.00 /\ A4_17
$3.50
$3.00 \VAV’J \ / \\I/ \ —
°
$2.50 1900 [ Yoor \ ~
$2.00 197 277 N_
. J \ ZUUZ
$1.50 — 13
$1.00 e
1990 °
$0.50 118 2001
$0.00 0.61
O o4 N M < 1O O 0 O O o N M < 1D O~ 0 0O O 4 NN M g 1 © I~ 0
W O W W W W O W W W O O O & O O O O O O O O O O O O O O o
D OO O O O O O O O O O O O 0O O O O O 0O 0O O O O O O O O O o
D B B R I R I IR I R T R B o R IR B IR IR I IR I N I o N A N I o N A o VN o VI o\ I o N I e\ |

Source of data:

6|Page

ICOitp://www.ico.org/coffee prices.asp

JanSep '09



The La Coffee Economy: A New Growth Pattthe Horizon?
Southichack, M.

Encouraged by the rising international priggivate investment expanded and, as a result, the total
production of green beans grew more than four folds within 10 years. By 2000, green bean total
production grew to 23,500 tons and area harvested expanded to 29,402 hectares. However, the Robusta
price started a series of decline after 1995, and it eventually crashed in 2000. In spite of that, production
continued to grow and by 2002, one year after the Robusta annual average price bottomed at
$USO0.61/kg (in 2001), total output reached 32,197 tons lzendested area expanded to 36,624

hectares.

Growth in the total farm output was not only as a result of land expansion. During this growth period,
farm productivity was also growing rapidly. In 1990, green coffee bean output was 305 kilograms per
hectare(kg/ha). By 2000, output per hectare incredde 799 kgan increase of 162% over 10 years

(Figure 3). Farm productivity continued to grow until 2002, when ouger hectare reached 879 kg

However, such a high rate of growth in farm productivity isamyf dza dzt £ ® LG Qa 06S Ol dza S

KSOGINB Ay wmdbdn 6+a GSNE 26 o0& Fyeé adlyRIENRO® Ly
KSOGFNB ¢l a 2yfte pmr 2F GKS g2NIRQA | @SNFX3IS o6pop

GF

Sometime between1®d YR HnnnX [ 238Q 2dziLlzi LISNBig&)G Il NB & d:
| 26 SOSNE GKS LINAOS ONI} &K OlFdzaSR [F2aQ LISN) KSOGl NB
until 2007.Thus, despite the strong productivity growth in the 1990m€ 3INB Sy O2FFSS o6SI y
per hectarein 2007(738 kg/ha) was still less thdf®%of VietnanQ2 4,976 kg/ha). Vietnam ithe second

largest and one of the most productigeffee producers intheworl Yy wnny YR wHand [ |2

output per hectare igxpected to have surpassed the world average, but will remain less than half that
of Vietham. Nevertheless, with a growing interest in the Lao coffee industry from the international body
like the FAO and international investors, more investments are basude in modern tools,

machineries (mainly for milling), farming techniques, and in more productive variety which will raise
output per hectare.

Despite the world coffee price crash in the early 2000s and output declined aftet2@@@jh 2006,

private nvestments continued to expand, as evident by the continual increase in the harvested land
area(Figure 1)Foreign investments in coffee trade and farming have been growing especially since

2005, with most of them having been active in Laos only withénpidist three yeard-oreign

investments have led to a continual expansion in coffee farming and, as a result, harvestaceand

increased to 44,990 hectares by 2007. With more land area covered with coffee orchards and were

ready to be harvested, a pricesurgent in 2006 has led to a strong rebound in the 2007 production,

when tal output reached 33,200 tonsaccording to the FAO data. By 2008, @& dzy Gt N2 Qa G2 (| f
may have exceede®6,000 tons'

* Thisroughestimate is based on production in the Champasack Province, where approximatéd$ etric tons
of green coffee beans, including 10,170 tons of the Arabica variety, were produced in 2008, accottagnDAd-
Champasack Province.

7|Page



The La Coffee Economy: A New Growth Patithe Horizon?
Southichack, M.

Figure 3. Average Coffee Farm Productivity in Laos

Average Coffee Farm Productivity in Laos: 1990 - 2009
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Figure 4. Coffee Farm Productivity Comparison: Laos versus Thailand, Vietnam, and World
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World Price Crash and Its Impacts on Lao Coffee Industry (2000-04)

Growth in coffee production betwae1990and 2000 was phenomenals discussed earlier. However,
the expansionn the late 1990s and early 2000s wagortunate. After reaching $US2.77/kg in 1995
world price for Robustadropped to $US1.81/kthe next year However, lhe price decline did not redc
its critical pointuntil 2000, wherit dropped below $US1.00/k@igure5). The world price for Robusta
wasfalling from an annual average of $US1.49989 to $US0.98/kg iApril 2000, ad to $US0.67/kg
by December thasame yearEventually, it bottoned ata monthly average price &JS0.50/kg in

January 2002. Then, price started to rise after that, but did not reach the $US 1@ ikal level until
March 2005.

The world coffee price crash had significant adverse impacts on the Lao coffee indsgayially on
F I NI S NE Os a$ ar€sdtfoffakligoer Rectarerevenueto extremely low levels and increasing
debts. The price crash had resulted in dramatic falls in farm revenue, which in turn led to farm
productivity deterioration as farmers werdiscouraged by low prices, further worsening the farm
revenue andf | NJyaBilyEtdrepaydebts

Figure 5. Average Monthly International Coffee Prices
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Figure 6. Average per Hectare Revenue for Robusta Coffee Farms in Laos

Average per Hectare Revenue for Robusta Coffee Farm in Laos
1990- September 2009
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Notes: Graphs evaluated at various farmers' prices represent estimates of farmers' gross revenue/ha. Source
of data: Author'scalculation using ICO world price data, FAO produdiaia, Anderssen's (2007) farm price

for 2001, and 2008 average farm price calculated from survey data provided by a Lao coffee industry
executive. The 20089 per hectare farm revenues are author's estimates based on Champasack's output.

The impact of the price crash on farm revenue is shown graphically in Biguita one graph evaluated

at the world price for Robusta, and the remaining graphs pegged at various percentages of the world
price providing estimate for the actual per hectare revenue farmers received from the sale of green
O2FFSS o0Stryad ¢KS g2NI R LINAOS Aa dzaSR Fa I o0SyOKY
farmers normally received a price that was set at a certain peeggnof the woud price.Asillustrated

in Figure 6the world price depressiohad resulted irfarm revenue per hectart drop significantly,

from $US672/ha il995to $US277/ha by 2001, valuated at 57% of the warldual average Robusta

price for both yearsdespite he fact that output per hectare nearly doubled over this peridtis was
devastating for farmers because they had to sell nearly twice the amount of coffee they sold in 1995 to
make only 41% of what thepadefrom one hectarén 1995.An average farm pragted425 kg/hain

1995, and by 2001, y | @S NJoBtdut irEreasdéd ©801kg/ha.(Figure 6s further discussednder

a section examining the impacts of foreign investments on farm revénue.

Discouraged by low price, farmers redirected their time fratending to their coffee farms to other
activities. Many left their farms nearly unattended after the 2002 harvest until 2005. As a consequence,
cropyield suffered Figure 3) Output per hectare dropped 15% between 2002 and 2003, from 879 kg/ha
to 746 kdgha, and to 615 kg/ha by 2004, causing the total production to dedfimma 32,197 tons (2002)

to 23,100 tong2004).
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The international Bbusta price rebounded in 2005, m annual average $US1.11/kg, reversing the
decline in farm revenue. However rfia revenue remained quite low, at $US373/valuated at 57% of

the world annual average Robusta pricBespite the price increase in 200%itput per hectae

continued to drop until 2006t¢ 585 kg/ha) Finally, encouraged by the price increase to $UBkglin

2006, with a better care for the coffee orchards, output per hectare climbed to 738 kg/ha in 2007. This
has led to a strong rebound in total production to 33,200 tons in that year, when the annual average
price for Robusta increased to $US1.91/kige annual average price continued to rise up to $US2.32/kg
in 2008.

¢ KS LINAOS ONI}akK KFra OFdaAaSR I O2yaARSNIoftS asSaol O]
2006, as discussed earlier on falling farm revenue, and especially for those whfubliaentered into

the coffee farming business with borrowed fund$ie Agricultural Promotion Barkhampasack

ProvinceBranch F2f f 246 Ay 3 (KS 32 @ Shedidfedsédiasieatleshiidud didodindzNT £ L
to boost coffee farm expansion in thate 1990sapproximately $US2.1 milliomhich resulted in a

substantial increase in land area under coff@&etween 2000 and 2005, coffee harvested land area

expanded from 29,402 hectares to 42,580 hectares, a 45% increase within five years. Howeever, th

credit expansion to coffee farming took place when the world coffee prices were at their lowest levels,

an unfortunate timing. Aaresult, the APB faceahore than 986 nonperforming loans issued for coffee

farming during that period.

Entries by Foreign-Owned Firms and Their Impacts

Currently, there are sen foreigrnowned firmsactive in the coffe business linking directly toffee

farms in Laos. Most of them have formally been in operation énabuntry within the past three téive
years. Four oftte seven firms now operate farms, with one firm from each of the following countries:
China, Singapore, Vietnam, and Thaildrarms operated by foreigowned firms are relatively large,
with more than 100 hectares in current operation and planned plantingp to several thousands of
hectares. Two UBased firms and a Vietnatmased firm currently are operatingyeen coffee beans
processing facilities for export, and some of these firms may enter into farm operation within several
years.

Foreign investmerst could bring a number of benefits to small farmers and the industry as a whole.
Among them include an access to the international market and capital injections for investment on
essential farm infrastructures, modern processing facilities, machineriels, &amd equipment. Foreig
investments could also offer small farmerselatively highpricefor coffee beansrevolving funds for

use duringhe pre-harvest and harvesting seasons, and modern farm techniques and technologies for
productivity and bean quiy improvement.

® The Agricultural Promotion BamkPaksong District Branch, Champasack Province, released 11 billmetkien

1998 and 1999, according to Thawaensimphet et al. (2003). This is equivalent to approximately $US2.115 million,
at the average of yeaaverage exchange rates of 3,298kip/$US1.0 (1998 average) and 7,102kip/$US1.0 (1999
average).
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What impacts have been made alikklywill be created in the future by foreign investments in the Lao
coffee industry?

Access to the market abroad: Foreign2 6 Y SR FANXAQ Y2ald A Yiskdidoleyad Ay AGAIL
expanding expa potentials for Lao coffeepaving the way for further growth-oreigrowned firms

entering into the Lao coffee industry normally already have market networks, experienceshavaw

and resources needed for getting coffees to buyers abroad. Firms offéecbusiness experience in

developed economies, where most coffees of the world are conslinyeconsumers of divergastes

do not only have market networks already in place, they understand the market demand and the

relationship betveen bean qualitieand prices.

Know-how and capital injection: With the understanding of market demand, foreigivested firms

would knowwhichcritical infrastructures, machineries and equipment that are needed to be invested in
Laos in order to obtain the required quantiyd quality of supply for success in the market abroad.

With that, foreigninvested firms havaccess tdhe required capital for developing processing and

storage facilities and for purchasing modern equipment, mackaseand other farm inputs needeaf

raising productivity and bean quality. Accompanying the capital injediboeigninvested firms possess

the knowhow and can acquire the necessary expertise deemed essential for improving the efficiency in
farming, harvesting and storage, and for pgesing and value creation.

Theexpression of interest by foreign investors and their entries into the Lao coffee business have

created enthusiasm among government officials and local farmers alike, le¢adingpid expansion in
coffeefarmingas evidenin the continued expansion aireaharvestedoveraten-yearperiod between

1997 and 2007Withi KS | aaAradl yoOS 2F (GKS ! ANAROdzZ Gdz2NIF £ t NRY2i
funds,area harvestedhearly doubled over this period, expanding from 23,8é6taresto 44,990

hectares. Although this expansion took place during one of the worse times for coffee growers and

traders,as the world price for Robusta begun its downward spirdanuary 199and eventually

dropped under $US1.00/kg in April 2000dbgh February 2003, i Kl & SELJ YyRSR G(GKS A YR
production capacity to a new level Laos has never achieved.

Improved Farm revenue: Recent entries by foreigowned firms have alsoreateda positiveeffect on

price in favor obmall farmers. Pricdata gathered from 10 local coffee buyers (for export markets),

accounting for approximately 705% of the total supply, provided by an executive of a coffee
processing/exporting company based in Champasack Province, revealed that coffee farmers received a
better bargain in 2008 and 2009 than in 2001. Between March and May of 2009, farmers received

between $US1.18/kg and $US1.35fkg Robustavaluated at an exchange rate of Kip 8,500/$US1.00.

This translates into 6990% of the average world priéer Rolustaduring this threemonth period. In

Hnany S GKS FIENNSNEQ LINAOS Fa I LISNOSyid 2F GKS g2NI
2001, farmers received a price that was in the neighborhood of 57% of the world price for Robusta and

67% for Aabicg according toAndersseret al.(May 2007)Theeffect of the increaséd Yy F I NY' SNE Q LINR
a percent of the worlgriceis illustrated in Figure® & K 2 ¢ A yp#r h@ctaneGhie, Qitthe

assumption thaff I NJYrewRighermprice as a percertf the world price took place in 2005he 2008

FIENY NBOSydzS Aa SadAYFGSR olF&aSR 2y [/ KFEYLI al Ol t N
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Champasack. For 2009, the per hectare farm revenue is estimated based on the assumpioen that
hectare green beaoutput remained the same as for 2008. Thus, steeep dropin per hectare farm
revenue in 2009 is a projection based purely on a falling world price for Robusta.

This relative price change in favor of farmersittributable to possiblyhree factors:

1) Increased competition fotaocoffee beans for export
2) Better bean qualityand
3) New entries with a niche market that can offer a higher pricebktter quality beans.

It is apparent that competition for Lao coffee beans for the export markatsbeen intensified afie
number of both domesticand foreigrnowned coffee companies has grown, particularly in the past five
years The seven foreigitowned coffee farms and trading companies mentioned earlier have been in
operation in Laoformally betveen one and five year§ hus,n the 1990s, here werefewer buyers
competing for coffee from farmers for export than in 2008. Bean export quality today, although being
RSAONAOSR a GFFANI F @GSNIF IS ljdzt t Al & Bingdhérafhbci 3 0SSy
better than it was in the 1990%Vith more foreigninvested firms directly involved in production and
processing, investmenia bean quality improvement have been made, aadtiers are nownade

more aware about theelationship betwen coffee bean qualities and pric@hequality of Laosgrown
coffee beangan alsovaryacross individual exporters, as capgocessin@nd sorting technology could
vary across itividual exporters. Beans wittetter quality normally can command a bettprice This
encouragesn exporter that camprocess andort bean qualities to offer a higher price for better quality
beansas an incentive for farmers to take better care of their crdpgurns, it increaseset revenueof

the exporter.Another theoy is that some relatively new foreigowned firms aresither subsidiariesr
partnersof larger coffee companies that roast and distribute the finished coffee products through their
already establishedichemarkets. The subsidiargr partneringfirm thusfunctions as an agent to secure
the desired raw materialfor the roaster/distributor abroadSuch a firm is more likely to be able to offer
farmers a higher pricenan average.

Technological transfer: Foreign investments also benefit small family farim®ugh the transfer of
productivity-enhancing farming techniquesew and improved genotypes apdoduct quality
improvement technologySuch transfers wereither made directly or made possible by the foreign
invested firms withand withoutthe assistancef the government and international aid agencikss in

the interest ofthe foreigninvestedfirmsto assist small family farnthey havecontracts with to
improvethe productivity and bean qualitysinceit increaseqet revenue Greater productivityneans
more can be produced with the same amount of inputs, and higher product quality means better price.
The transfer of farm technology and knewow can be accomplished in a variety of approaches. One
commonly used approach for technological transfehisugh a model farm that is under treontrol of

the foreigninvesied firm, which the firmalso used as an assurance for securing a consistent supply of
coffee beans of the desired quality. Since it is technically uneasy for an exporting firm to coatrol t
supply and coffee bean quality beyond their own processing plant (polishing and sorting beans of
different grades), having their own farm operation is seen as a necessary means for maintaining the
required quantity and quality of supply that can commamngrofitable price in the international market.
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The model farm, while providing the supply assurance, also dawelearning center, demonstration
and training site for contracted small family farms on farming techniques to improve productivity and
bean quality. Such an arrangement benefits both the foreign investors and small family farmers.

Contending Issues

What are some of the problems, challenges, and concerns that exist in the industry today? Will the drive
to attain higher output per hectare bachieved at the expense of the environment and the health and
wellbeing of farm workersAs the industry continues to mature, will smatlaled family farms have a

fair share of the additional benefits to be created? What can policy makers, developmentiesyeand
sociallyand-environmentally responsible private coffee business owners/executives do to lead the
development of the Lao coffee industigwardsgrowth with an economisocialenvironmental

balance?

Low farm price and high exposure to world price fluctuation: Although the average price Lao coffee

farmers received has recently improved, it remained relatively low due mainly to quality ¥sele.

increase indrm pricewas due toa canbined result of growing numbef exporters both domestie
ownedandforeigninvested firmsimproved bean qualityand niche market as discussed earlier

HoweverRdzS (2 KA3JIK SELRAaAdINBE (2 (GKS 62NI RQa O02FF¥SS 02
vulnerable to theextremeworld price fluctuations.

The world pice crash in the early 2000s, which has caused per hectare farm revenue to drop by 55%
from $US617/ha in 1998 to $US278/ha in 2004 (valuated at 57% of the world Robusta price for both
years), has provided a good lesson for the Lao coffee industry to d@nadvder to mitigate the impacts

of similar extreme price fluctuations in the future. The emerging brand and specialty coffee
developments that add value to and diversify the markets_acgrown coffeesalthough are parts of

the natural maturing process of the coffee industrthey are als@vident of the evolving industrin
response to the recent global events. Tivéce crash was an urgent call fgpecidty coffee and brand
developmentsC | N¥ SNB Q @dzf y SNI 6Af Ale& (0 2scénoSmitgdicd MBUGIS 62 NI R
an industrywide quality improvement and specialty product developmérttiswould also further

improve the price farmers received. Specialty coffee and niche markets are to some degree isolated
from the world commodity market ealitions, thus providing some protection to farmers catering to
these markets.

Low per hectare output: Coffee farms in Laos are in general still low in productivity, measured in terms
of green bean output per hectare. In 20@&r hectare output oanaveragecoffeefarmin Laoq738
kg/ha)was only 37%f per hectare outpubf an average coffee farm Wietham(1,970 kg/ha) A
doublingof- y I @SNI 3S [ | 2 G sulp& Sould stilNdiLR dprotdustiNdy té 2% of
anaverage coffee farm iietnam. Thishould be achievable withowacrificinghe environment and

g 2 NJ S NE& Q andliSviotlddSubly thesper hectareevenuefor an average.ao farmat any given

price. An extension program to help ra@eatput per hectarewould directly benét smallholders
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C I NI S N&og loaiish TRd¢e is a pattern of cash flow fluctuations among small farm households that
requires manyfthemii 2 02 NNR g Ay 2NRSNJI (2 YSSiO TFdefich £ @ Q&
periods. Institutional sources for cedits farmers could access include the Agricultural Promotion Bank
(APB)severalmicro-loans or revolving funds from foreigassisted developmergrojects operating in

the areg and somegovernmentsponsoredmass organizationgnterest rates from theseosirces

ranged from less than 1% more than 3% per month (Microfinance Capacity Building and Research
Project 2007). Howevergxcept for the APB, which released a large amount of loans in the late 1990s
for land expansion and new plantifdiscussed eaidr), the availability of funds frorthe sources
mentionedis verylimited far less than demandhort term loans from the APB, for the grarvest and
harvesting seasons are also oft@o difficult for most farmers to accessday. A few foreigAnvested

firms have provided micrpans at interest rates between 0.5%4.5% per monthto asmall number of
smallholders that haveontract to sell coffee to them_oans were usefdr the pre-harvest and

harvesting seasonghe majority of small farmers do nbive access tmstitutionalloan sources at
affordable interest ratesThis has forcd cashstarvedfarm households to borrow frorblack market

private money lendegat interest rates between 5% amdore than 12% per monthTo avoid borrowing
from the blackmarketat high ratescashstarved farmersvould sell cherries (ripen coffees still on the
orchard) at a whopping discounted pricEhis practice is common particularly for the very-ioaome
farmers who havenimmediate need for cash for the very simple masteuch as foodD K A f RNB y Q &
school supplies, medical bills, eTthis financial situatiors a barrier to improving the livelihoazf poor

small farmers.

To sustain growthvith a distributive effect across households loan program devoted specifically fo
the coffee industryis needed fortwo majorareas (a) farm loan and (b) small business loan for brand
development.In addition tothe clearly neededhortterm (3-12 months)farm loansfor smallholders
the longterm (3660 months)small business loarfer vertical integration will promote growth in the
valueadded activity and the specialty coffee development. A vertical integratiosdassolidationof
farming, processing, brand development, and marketing to the final consuanerplaceunderone
business entityGiven thegrowing trend and large number sfallholdersthere is a window foan
efficient loan prograntdevoting toservingthe coffee industry thatan achieve longerm financial
sustainability at an interest rate not greater thar23%per month given that inflation rate is less than
half of the loan interest rate

Organic certification: There is also a growing interest in organic coffee certification and movements to
promote biodiversityfriendly farming practices, backed by the gawaent, UNDP and the FAQrganic
certification pracesses have started by a growepoperative formed by a foreigmvested firm; several
other large firms and the Lao Coffee Association are planning to develop organically certified coffees.
Organic certitation and biodiversitfriendly farming practices require producers to adopt
environmentallyfriendly production methodslt usually results in lowutput per hectare and higper

unit cost of productionrelative to other available modern production meiths that are less
environmentally friendly. However, an organically certified product has a niche market of consumers
who ae willing to pay more for it. Nonetheless anketing the organically certified product, which

carries a higher price than the namrtified product,could be a challenge.
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Organic certification will benefit the Lao coffee industry not only ftbmhigher priceorganic coffee
commands but also from the environmeat benefitsresulting from the adoption oénvironmentaly-
friendly prodiction methods As the Lao coffee industry is gearing towards producing organically
certified coffees, the need for developing a credible bedging the entire industrio certify organic
coffees is imperative. Currently, organic certification processesiaderway for some growers groups
that have contractwith exporing firms promotingorganic coffee Without an organic certification body
that serves all interested farmers in the entire industry, the organic certificatiors@rieonly a limited
number of farmers

Coffee bean grade standardization: The lack of coffee grade standardizatievhich goes with quality
control, is one of thamajorreasons why Laegrown coffees haveelatively low prices. Although some
exporting firms, especiallpose of breigninvested areinvesting in technology fasorting and
separatingcoffee beans based aquality difference, most Laosgrown coffee bagdoday still contain
beans of mixed qualities

Similar to the organic certificatiom,coffee grade standardizati programthat allows any producer to
participate on a voluntary basigill open the opportunity for B farms to take advantage of the market
that offers a higher price for higher quality beans. With the lack of grade standardipatigram only
certain farms growing coffee for certain processing/trading companies will benefit from quality beans.
Organic certification and bean grade standardization will increase the aggregate value of the coffee
beans and which will directly benefit farmefitie development of a credible bodto serve the entire
industryfor the bean quality standard contrahd grade certificatiotis an essential step towards
increasing income of smallholders

Small business program to promote brand development: Coffee is a unique agtittural product in that,
IABSY (2RI @Qa&a ladkha dophisticafion of 8affée yohdudensdliows a small farm to

be fully, vertically integratedo maximize total revenue from their farm outputhat is, a small farns
capable of integrahg into the farm operation the processing and marketing of its cdffeide final
consumers under itewn brandDA @Sy ( 2 Rih el ao céffSelindustyisthallholders who have
good business ideas do not have the capability to carry out thosesidee to the lack of capital and
certain basic business knowledge and skills that can be leasrhall business program that assists
small and miesized farms in brand development vahable some small family farms to vertically
integrate coffee busings operations and increase total reven(ihe minimum size of a farm defined as
Gavylrtté ySSRSR (G2 0S FAYFLYyOAlLftfe FyR SO2y2YAOLf Tt e
determined. More research is requiredd)though only some small familyrfas will be able to take
advantage of the program and succeed in brand development, the programotvidhly contribute to
distributinggrowth across individual households, it will create an environment to foster faster specialty
coffee development that Wl alsograduallybenefit all farmers from higher bean values.
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Conclusion and Trend

Boosted by government supports and inflows of resources from domestic and foreign private
investments, the Lao coffee industry is on a path of growing farm output aseldrawn brands, with
anincreasing share of the Arabica varieti€be increased awareness among coffee farmers of the
availability of the diseastlerant catimore Arabica variety, introduced by the FAO in 2014
government supportandits relativelyhigh yield and per unit bean valuell lead toa continued
expansion of the Arabica growing are@kis growth trend is driven by land expansion, growing yield,
the needfor value creation, and demand from the specialty coffee market.

Productivity will ontinue to grow because coffee production in La®still in general operated in the

lower regionof the coffee productivity frontierLy Hnny FyYyR HangZ [F2aQ | @SNI =
expected to have surpassed the world average, but will remairthesshalf that of Vietnam.

Nevertheless, with a growing interest in the Lao coffee industry from the international body like the FAO

and international investors, more investments are being made in modern tools, machineries (mainly for
milling), farming tehniques, and in more productive variety which will raise output per hectare.

As more brands are developed, as {made specialty coffees expanded in the domestic market and can

set hold in the market abroad, and as organic certification and biodiverstydly farm practices are

propagated, the Lao coffee industry will increasingly evolve into a more complex and diversified one.

There are four rajor areas that are essential for maintaining the growth momentum of the Lao coffee

industry with distributiveeffect andin anenvironmenglly friendly way They as briefly discussed above,

include(1) an extension program tassist farmers téamprove output per hectarg(2) a credble organic

certification body;(3) a quality standard contrgirogram with a crdible body forcoffee grade

certification;and(4)l 02 F¥SS Fdzy R LINRPINI Y & SNIIA ytam arddiND A Odzt I NI
demand and for small busineslevelopment, especialfgr processing, brand development and

marketing.

Notes on data problems: The Department of Agriculture and Forestry (DAF) in coffee producing
provinces collectand estimatesoffee production data. Provincial Department of Commerce and
LYRdzaGNE 65/ L0 A& | 3I2BSNYYSyid 02 Recoffe&sbéforer & &4 dzSa
they are exported, thus maintains export data. However, production and export data of Lao coffees
often vary from one source to another. This is a result of the lack of a unified and effective data
gatheringand disseminatiofody for coffee and of taxes that encouradalse reporting. Coffee farmers

are taxed on land and on farm output, thus encouraging farmers to under report output (which could be
part of the explanation for low per hectare outpufinother common practice to avoimltput tax is

that farmers grow much of their coffee cropsunused stateowned land. Output from this part of

coffee production normally was not reporteBarmoutput is taxed when a transaction is made and

coffee is moved from its origin (district). Exporaiso taxed separately, which encouragedssborder
smuggling, mostly going to VietnafAO export data for Lao coffees, which is obtained from Lao official

l7|Page



The La Coffee Economy: A New Growth Pattthe Horizon?
Southichack, M.

sources, is for most years considerably lower than what-tong coffee business professionatsliaos
believe is likely due to smuggling.
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