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2 Executive summary

With the demise of the coffee estates, there is a widely held perception that the quality of
PNG coffee has fallen and, as a result, the price of PNG coffee has declined relative to
the world price.

Three major overarching issues currently constrain the potential quality of the coffee
produced in PNG: (1) the poor state of the roads and transport infrastructure; (2)
lawlessness; and (3) the insecurity of land ownership and tenure. This project does not
address these issues, rather it's focus is on identification of smallholder strategies for
improving coffee quality at the community level.

To improve the quality of the coffee produced by smallholder coffee growers, three broad
strategies are available: (1) encourage the sale of red ripe cherry direct to the wet mills;
(2) the adoption of standardised processing systems at the village level; and (3) pursue
accreditation under Fairtrade, Rainforest Alliance, Organic and/or Utz Certified.

It is evident that parchment is purchased at a significant discount to cherry, reflecting the
lack of control and the variability that is inherent within smallholder parchment. On a per
kg parchment equivalent basis, the sale of cherry results not only in a 34% price premium,
but significantly less work and costs for the growers. There are savings in processing and
transport costs and there is less likelihood of product deterioration through poor and
inappropriate storage in the home (smoke damage and moisture) and less risk of theft.

Where smallholder coffee farmers are unable to sell cherry to wet mills, standardised
processing systems must be introduced at the village level. However, price incentives will
only be achieved where smallholders are able to achieve a parallel increase in scale. This
is best achieved through the formation of collaborative marketing groups which transact
directly with traders and exporters. The success of these collaborative marketing groups
will demand that the groups have some sustainable competitive advantage, they are well
managed and appropriately led. Groups which are based around traditional family or haus
lines will have the greatest chance of being sustainable in the long term.

Given that much of the coffee in PNG is grown with minimal inputs and very much in
sympathy with the environment, there are opportunities for smallholders to pursue
accreditation under Fairtrade and Organic. However, growers must be mobilised into
collaborative marketing groups and linked directly to an exporter who is willing to assist.

With PNG coffee growers receiving more than 70% of the FOB (Lae) price, there is little
evidence to support the premise that smallholder coffee growers in PNG are subject to
exploitation by downstream market intermediaries. Furthermore, there is no evidence to
suggest that grower-direct marketing will provide higher returns to growers. Quite to the
contrary, given the small volumes and the risks associated with managing exchange
rates, the price differentials and the inherent risk that the product may fail to meet the
customer’s specifications, smallholder coffee growers do not have the expertise to
perform these activities any more efficiently than the existing traders and exporters.

To improve the linkages between smallholder coffee growers and the exporters, training is
required in budgeting, agronomy and rehabilitation, processing and marketing. With a
greater understanding of the market dynamics, risk management and the costs associated
with export, relationships between smallholder growers and their respective exporters will
improve. Structured tastings with growers will provide a means to demonstrate how the
major faults associated with the production of parchment influence the taste. Workshops
to assist grower groups in the maintenance of pulpers and the adoption of standardised
processing systems must be delivered.

In the delivery of the training, the Participatory Rural Appraisal and Planning Process
(PRAP) model should be utilised with the inclusion of a Personal Viability Training (PVT)
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module to facilitate more enduring relationships within the community and to raise self
awareness.
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3 Background

PNG currently produces around 1 million bags of coffee. Coffee is the second most
important agricultural export crop in PNG. The coffee industry earns an average of K 340
million per year, which is 43% of agricultural exports, 10% of all exports and 5% of the
nations GDP. More than 397,000 rural households cultivate coffee and over 2.5 million
people depend upon coffee for their major source of income.

For the highly populated Highlands region, coffee is the principal source of cash income.
Income earned from coffee has become increasingly important due to the increasing costs
of basic consumer goods such as rice, tinned fish, soap and cooking oil. With the
increasing cost of these goods, people either have to earn more or to spend less. Even
more pressing for coffee growers are the rising costs of school fees and other services
which they must now pay for under the user-pay policies introduced by government.
Unfortunately, an increasing number of young people are unable to continue their
education because their parents cannot afford the high fees set by the institutions. This
has led to many associated social problems such as migration to urban areas, the growth
of squatter settlements and lawlessness.

In PNG, coffee is produced by three groups: smallholders, block-holders and plantations.
Over the past ten years, the contribution to total production by the latter two groups (often
called the estate sector) has fallen to around 165,000 bags (9,900 tonnes) or 15% of total
production. Smallholders on the other hand are responsible for 85% of total production
(935,000 bags or 56,100 tonnes). The decline in the estate sector, which was largely
responsible for establishing PNG’s reputation in the market as a producer and supplier of
some of the finest coffee in the world, has resulted in a perception among the buyers that
the quality of PNG coffee has fallen and as a result the price of PNG coffee has fallen
relative to the world price.

The smallholder sector generally produces fair average quality coffee (Y grade), which is
consistently discounted against the New York “C” price. The main complaint from buyers
is the inconsistency in quality from season-to-season and from shipment-to-shipment. In
response to market needs, in 2002, the Coffee Industry Corporation (CIC) implemented
an Eight Point Plan to improve the overall quality of PNG coffee. However, one of the
major obstacles was the failure of the current marketing system to give the right price
signals to growers in terms of different prices for different qualities of parchment. The
situation is further aggravated by poor production practices, poor on-farm processing and
the marketing system itself, where the majority of smallholders sell their parchment to
roadside buyers at various buying points along the main roads. As there is much variation
in the quantity and the quality of the coffee sold to these roadside buyers and both parties
frequently engage in opportunistic trading, there is little incentive to produce better quality
coffee.

Furthermore, the domestic market is highly concentrated and vertically integrated, with
only three companies accounting for over 61% of the coffee exported. With little variation
in the factory door price between exporters, there is a perception that price collusion may
be widely practised. More recently, CIC introduced a new grade for green coffee called
Premium Smallholder Coffee (PSC), in recognition of the fact that some smallholder
growers were producing coffee that was superior to the traditional Y grade. However, as
many mills do not discriminate on the quality of parchment, they categorise all green
beans produced from smallholder parchment as Y1 grade and sell the green bean to
exporters. Exporters are aware that a sizeable proportion of the Y1 grade they purchase
from processors is superior to the Y1 specified in the export standard, so they have re-
processed the Y1 grade into PSC and Y1 grades and sold these coffees separately at
different prices. Over the past 5 years, PSC has sold at an average premium of 47 toea
per kilogram over Y1 grade. This premium has been realised by the exporters and has not
been reflected in the prices received by processors and the mills.
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In an effort to improve quality and to provide growers with better prices, a number of
collaborative marketing programs have been introduced by both the private sector and
CIC. One such program introduced by Kongo Coffee Ltd, a private company based in
Simbu Province, provides an extension service through which growers in surrounding
areas receive training on how to produce better quality parchment. When these growers
bring their parchment to the factory, the company assesses the quality and pays
accordingly. The company then processes the coffee separately and ships the superior
quality coffee to a number of specialty coffee buyers in Japan and elsewhere. In this way,
growers who meet the desired quality standards receive better prices than their
counterparts. However, the net benefits to growers have yet to be quantified.

Another program has been introduced by PNG Coffee Exports Ltd (PNGCE), the largest
coffee exporter in PNG. PNGCE operates both wet and dry processing mills in Goroka.
The company has made an arrangement with growers to buy their coffee as cherry which
it then processes into parchment through its wet factory. The parchment is processed
separately into green bean, which is then sold to overseas buyers in the specialty market
including Starbucks. Growers participating in this program are believed to be receiving
better prices, but again, the overall benefits have not been independently verified.

There are other schemes that have been operating in the industry for a few years now.
For instance, there are wet factory operators who pay growers “green bean equivalent”
prices on cherry; there are also mills that pay green bean equivalent prices on parchment.
There are other growers who get their parchment coffee processed into green bean in one
of the mills, then export the green bean to overseas buyers through licensed exporters.
Other growers have had their production areas certified as organic. Other growers have
formed marketing groups and registered themselves with the Fairtrade Organization. All of
these efforts are aimed at providing growers with a better return, but CIC is uncertain to
what extent the growers are actually benefiting in terms of better prices.

As the future of the PNG coffee industry is very much dependent on the smallholder
sector, the price benefits to growers participating in these various marketing schemes
needs to be quantified. There is a need to know to what extent the growers themselves
are benefiting and the extent to which improvements in quality are impacting on their
livelihood. There is also a need for greater transparency to identify the extent to which the
initiators of these schemes are benefiting and whether indeed the benefits are being
shared equitably.

If there is to be any significant improvement in the quality of PNG smallholder coffee,
there is a subsequent need to replicate these collaborative production and marketing
arrangements in other coffee producing regions. It therefore becomes important to identify
the variables that facilitate the formation and on-going development of these collaborative
marketing arrangements, and indeed, not only their adoption, but the various factors that
may bring about their demise and dissolution. Thus, a study of the prevailing marketing
system is necessary to identify the factors that prevent market intermediaries from
rewarding growers for producing superior quality coffee and to make appropriate
recommendations.

3.1 Project context

In commodity markets, while prices are determined primarily by supply and demand,
customers are generally prepared to pay a price premium for quality. Quality is a customer
determination based upon the customer’s actual experience with the product measured
against the customer’s stated requirements (Feigenbaum 1991). Quality means not only
providing customers with products that consistently meet their specifications, but quality
also encompasses the way a supplier goes about meeting the needs of their customers,
providing the product on time, in the quantity required, correctly packaged and correctly
invoiced.
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Quality can thus be conceptualised on two different levels (Batt 2006). Technical quality
describes the customer’s specifications. This is a physical description of the product in
terms of its size, shape, colour, freedom from pests and diseases, purity and maturity or
freshness. Functional quality describes the way a supplier goes about delivering the
product to the customer. While this means being able to deliver the product when the
customer wants it, consistently and reliably, by implication it may also involve many inter-
related activities such as production scheduling, storage and warehousing, transport and
logistics, ordering and invoicing.

In the food industry, three additional quality dimensions are becoming increasingly
important: food safety, sustainability of production, and producer welfare and equity. In
response to the increasing threat of litigation and a further fall in consumer confidence,
global retailers and food processors often require their suppliers to implement various
quality management systems at all stages of the supply chain. This can only be achieved
after buyers have moved away from the traditional means of purchasing towards more
collaborative long-term relationships with preferred suppliers.

Firms are establishing relationships with their suppliers because it enables them to be
more efficient and to be more cost effective. Through developing long-term relationships,
buyers can achieve cost savings through reduced search and evaluation costs, reduced
transaction costs and the learning effects and relationship specific scale economies. For
suppliers, long-term relationships provide many benefits including: improved access to
market and more reliable market information; improved access to a more reliable supply
of production inputs; improved product quality and performance; and a higher level of
technical interaction and technical assistance. Through becoming closer to customers and
better understanding and satisfying customers needs, suppliers can achieve greater
customer loyalty and higher repeat sales. Buyers become less sensitive to competition
and suppliers may benefit from higher prices.

Furthermore, given that increasing consolidation and aggregation in most agricultural
supply chains is resulting in a rapid reduction in the number of potential buyers, the new
institutional economics approach (Williamson 1979, 1985) supports greater collaboration
and coordination among all participants in the supply chain. Greater alignment between
firms may lead not only to the realisation of the economies of scale from better utilisation
of fixed assets but an improved bargaining position and improved competitiveness.

At the farm level, cooperatives have been established to enable growers to do collectively
what they cannot achieve alone: to alter the competitive structure of the market. While
growers often establish cooperatives as a means of diverting more of the profit extracted
by the market intermediaries to themselves, the greatest opportunity for cooperatives lies
not in diverting profits, but in reducing costs (Murray-Prior 2007).

However, there is increasing evidence that most cooperatives fail. Without first seeking to
improve the physical infrastructure, the flow of market information, technical advice and
capital, or to introduce appropriate pricing policies or quality standards, there is not only a
greater chance of failure, but a greater possibility that any benefits derived from
collaborative marketing arrangements will be disproportionately allocated to those actors
who have the most power. With little or no access to education, most small growers are
unable to participate meaningfully in any collaborative marketing organization (Lele 1981).
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4 Objectives

This research project's longer term aim is to improve economic returns to PNG
smallholder coffee producers and the industry through delivering a more consistent and
higher quality product. This project contributed to this through the following intermediate
objectives:

Objective 1: To describe innovative collaborative collection, pricing and processing
schemes that seek to achieve superior quality coffee

e to review those collection, pricing and processing schemes that are resulting in
superior quality coffee

o toidentify the quality assurance systems currently operating in the PNG coffee
industry

e to conduct detailed face-to-face interviews with selected growers engaged in coffee
collection, pricing and processing schemes to identify the:

— activities undertaken by actors in the supply chain

— ability of actors in the supply chain to meet the needs of downstream market
intermediaries

— quality assurance systems currently in use

— extent to which cherry picking and post-harvest handling techniques that lead to
better quality are adequately specified

— marketing margins
— payment of price differentials for quality

— explore the nature of the relationships between actors and the extent to which
actors are dependent on downstream market intermediaries

— explore the availability of alternative marketing and distribution mechanisms

e to develop in-depth case studies of selected collection, pricing and processing
schemes that lead to superior quality coffee and enhanced returns to smallholder
coffee producers

Objective 2: To identify and expand understanding of the factors influencing the
adoption and on-going success of those innovative schemes and strategies for the
successful expansion of these schemes

e to identify factors influencing the adoption of collaborative marketing and quality
assurance schemes and mechanisms that enhance quality

e to identify impediments to the adoption of QA systems

e toidentify the constraints and impediments among all participants towards improving
the performance of collaborative collection pricing and processing schemes

e to monitor and analyse the operation of selected chains

e to evaluate relationships within the grower groups and chain
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Objective 3. To support, promote and facilitate the extension and replication of
successful schemes within the PNG coffee industry

e tointroduce and train CIC staff and selected industry participants in the appropriate
knowledge and skills necessary to facilitate the adoption of QA systems

e to source and develop (including from other projects and agencies) pilot program
materials and processes

e to support the expansion of participating coffee collection pricing and processing
schemes through the development, testing, delivery, evaluation and modification of
the pilot programs

e to develop new economics and marketing modules in response to the needs of
grower groups as their marketing horizon expands

e to identify and document on-going improvements in quality among the collaborative
collection pricing and processing schemes

o to facilitate linkages between the exporters, grower groups and the CIC

Objective 4. To communicate and disseminate the project results and activities
e to promote and disseminate all activities and outcomes of the project through:

— the development of a website

— newspaper and newsletter articles

— conduct radio and television interviews

e to conduct an implementation workshop to facilitate industry ownership and
participation in the project. This workshop would contribute to the development of a
climate for industry change

¢ to communicate outcomes of Participatory Rural Appraisal and Planning (PRAP) and
training to chain leaders

e to conduct a research forum to:
— extend the findings of the project

— develop a plan for replicating successful collaborative collection pricing and
processing schemes with CIC and other donor agency programs

— promote project activities
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5 Methodology

This was a collaborative project between Curtin University of Technology in Perth,
Western Australia; the CIC - the Economics Section (in Goroka) and Farm Training and
Extension (in Aiyura) and the PNG coffee industry - through the many smallholder
growers, grower groups, processors, traders and exporters who participated.

The project commenced in April 2005 for a duration of two years. However, after 18
months, the project was extended for another twelve months. Given the social unrest
generally associated with the general elections in PNG, the project was deferred for six
months and thus concluded in September 2008.

Objective 1. To describe innovative collaborative collection pricing and processing
schemes that seek to achieve superior quality coffee

This initial research phase of the project sought to review those collaborative collection
pricing and processing schemes that produce superior quality coffee.

From the initial scoping study conducted in November 2004, five alternative collection
pricing and processing schemes were identified including:

e PNG Coffee Exports Ltd
e Carpenters (Sigri coffee)
e Sihereni Coffee Ltd.

e  Stretpasin kopi

e Kongo Coffee Ltd

The scheme operated by Lahamenegu and PNG Coffee Exports Ltd is an integrated
operation wholly owned and managed by Volcafe. Traditionally operating as a dry factory
to process the parchment purchased from growers, grower cooperatives and roadside
vendors, Lahamenegu has diversified into the purchasing and processing of cherry in
order to produce superior quality green bean. This has enabled PNG Coffee Exports to
enter the specialty market and to negotiate a supply contract with Starbucks. Currently,
Lahamenegu is purchasing cherry from some 120 registered coffee growers including
blockholders and smallholders. As a part of the service they offer to registered growers,
Lahamenegu have employed an agronomist to provide technical support and, with the
permission of the grower, Lahamenegu may withhold a proportion of the grower's income
to provide a source of cash to meet anticipated future demands.

Sigri is perhaps the most well known plantation and brand in the PNG coffee industry.
Owned and operated by the W.R. Carpenters Group, Sigri are purchasing greater
volumes of cherry from adjacent block-holders who may choose to either remain
independent or to enter into long-term management contracts. The increasing cost of
managing their own plantations and the insecurity associated with land tenure has
encouraged the shift towards external sourcing. Sigri provides an excellent example of the
nuclear estate model.

Sihereni is an abandoned plantation that is currently being rehabilitated by David
Oromarie. In order to support the parallel development of adjacent smallholders and to
broker a truce between two waring clans, Sihereni are developing a new 20 hectare
plantation with financial support from Monpi Coffee Exports. Monpi is currently owned by
ECom Trading, one of the world's foremost commodity traders. Sihereni is currently
purchasing cherry from the smallholders and provides another example of a nuclear
estate.

Ruts kopi is a smallholder grower cooperative based on the need for trust and honesty in
transactions. Incorporated in April 2001, Ruts kopi was established as a result of grower
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frustration and the need to improve the quality of the parchment produced to improve
returns to smallholder coffee producers. Collectively, with over 2,000 hectares of coffee
production, Ruts kopi has the potential to become of the largest coffee producers in PNG.
Ruts kopi is one of several grower groups financially supported by an EU-Stabex project
(Stretpasin kopi). Stabex aims to develop an alternative marketing arrangement which will
assist groups of smallholder coffee growers to process their parchment into green bean,
which is subsequently sold to local exporters through direct negotiation.

Kongo Coffee is the leading producer of specialty coffee in Chimbu Province. While
purchasing both cherry and parchment, Kongo prefers to assist smallholder coffee
growers to produce the best quality parchment, which when processed, is incorporated
into its Elimbari brand. Through a number of extension officers and agents in the villages,
smallholder coffee producers are trained in the harvesting, pulping, fermenting, washing
and drying of coffee. To assist smallholder growers, Kongo prefers to invest in pulpers
and small scale fermenters at the village or household level, thereby providing maximum
returns to those growers who follow the prescribed processes. At their discretion, Kongo
may also advance credit to growers to purchase inputs or to provide funds for personal or
household expenditure (school fees). Over 300 households are believed to be currently
involved and while more growers want to be involved, Kongo does not have the market to
accommodate the additional product.

However, despite numerous attempts to encourage their participation in the project, both
PNG Coffee Exports and Kongo Coffee withdrew for reasons of commercial confidentiality
and were replaced by Highland Arabicas, three Coffee Credit Guarantee Scheme (CCGS)
groups and Coffee Connections.

Highland Arabicas, owned and operated by Paul Pora, is yet another example of a nuclear
estate operating in the Western Highlands. Paul Pora owns a large plantation (Madan) as
well as managing and helping with the management of other plantations for local owners.
Because ownership in some cases is currently disputed, Highland Arabicas must
negotiate with many independent owners to retain the plantations as a viable concern.

The Coffee Credit Guarantee Scheme (CCGS) was established in 1997 by the CIC under
the Smallholder Agricultural Credit Scheme. The scheme was initiated by the CIC as a
means of providing capital to the 400,000 smallholder coffee producers in PNG, who,
without sufficient collateral, security and equity, are unable to borrow from the banks. To
facilitate the repayment of loans, those coffee producers who borrowed from the CCGS
were placed into clusters at either the village level or on the basis of clans. Although the
credit provision component of this scheme has ceased, under Phase Two, CIC
established a growers marketing cooperative to process the loan growers' coffee into
green bean. Exporters are then asked to tender for the green bean, which is sold to that
exporter who offers the highest price. The project worked with two clusters in the Eastern
Highlands and one cluster in Chimbu Province.

While Coffee Connections is one of the smaller exporters, accounting for just 0.5% of
PNG exports, Coffee Connections is the largest exporter of organic coffee and the second
largest Fairtrade exporter. In the last quarter of 2005, Coffee Connections achieved the
highest average prices for both A grade (K9.72 per kg) and Y grade coffee (K7.59 per kg).
Coffee Connections operate through a grower cooperative which establishes direct links
with family clusters at an individual village level. At the village level, inspectors
communicate directly with family clusters to ensure that organic production principles are
practiced and to ensure that family members follow the prescribed production practices to
ensure a desirable outturn of high quality parchment.

To evaluate the extent to which these alternative collaborative collection pricing and
processing schemes are able to produce superior quality coffee and to deliver higher
prices to growers, in-depth personal interviews were conducted with coffee buyers,
traders, processors and the grower groups themselves.
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After initial discussions and consultation with industry and the CIC, a comprehensive
survey instrument was developed, translated and pilot tested, before being administered
to each of the collaborative marketing groups (Appendix 1).

The questionnaire sought to obtain information on:

the size of the coffee garden

e importance of coffee in the household budget

e proportion of coffee sold as parchment and/or cherry

e to whom the coffee was sold

e the average prices received

e price incentives (if any) for quality

e what growers think their coffee buyers want

e extent to which growers believe they can meet coffee buyers requirements
e constraints and impediments in meeting customers needs

e extent to which different buyers were able to meet the growers needs

e measures of social capital in both the community and the collaborative collection
pricing and processing group

Despite the anticipated lack of on-farm records, given the seasonal nature of the harvest
period and the importance coffee plays in the household budget, growers were expected
to be able to recall with a high degree of accuracy, the average prices paid by traders and
processors for the cherry, parchment or green bean they produced. However, assessing
the quality of the product retrospectively and thus being able to establish any significant
price-quality relationship will prove more difficult. The only meaningful way in which this
could be established was to ask growers to rate their own ability to meet perceived quality
standards and to identify the major constraints that prevented them from doing so.

Over the duration of the project, as discussions were held with grower groups, traders and
exporters, and the mills who processed the smallholder growers cherry or parchment, a
comprehensive case study for each of the collaborative collection pricing and processing
schemes was developed.

Objective 2. To identify and expand understanding of the factors influencing the
adoption and on-going success of those innovative schemes and strategies for the
successful expansion of these schemes

This component of the research project sought to identify the various benefits, constraints
and impediments to the adoption of collaborative collection pricing and processing
schemes. While some of the information required was collected from the questionnaire
administered under Objective One, additional information was gained from in-depth
interviews with Farm Training and Extension staff employed by the CIC and the private
sector, traders and exporters (especially those dealing with collaborative marketing
groups), other NGO's (including the Melanesian Research Institute) and an extensive
review of the literature.

At the farm level, in order to monitor and to evaluate the performance of the selected
chains, it was proposed that both Farm Training and Extension staff and Grower Liaison
Officers from the regional offices in Goroka, Kundiawa and Mt Hagen regularly interact
with the groups. In part, this would be achieved as an integral component of the
Participatory Rural Appraisal and Planning Process (PRAP) utilised by the CIC for the
delivery of training programs to grower groups. Relationships both within the group and
the nature of the groups' relationships with downstream market intermediaries would be
regularly evaluated.
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Given the inherent variability in coffee prices on the New York "C", a database was
established in Excel where the FOB prices (Lae) for Y1 green bean were recorded. Such
prices were readily available for all grades and all shipments, because, under the terms of
their export license, exporters are required to submit a copy of their invoice to the CIC.
However, as this information is aggregated by CIC, and is commercial in confidence, it
was not possible to identify individual companies or their customers.

Data was entered on a weekly basis on each occasion that the project team visited PNG.
Additional price information was sought from the traders and mills on the prevailing prices
paid for both cherry and Y1 parchment. Initially, this information was collected informally,
but part way through the project, CIC instituted a more formal mechanism by which both
wet mill and dry mill operators were required to submit prices on a weekly basis.

Using information obtained from The Papua New Guinea Coffee Handbook and mill
operators, the conversion from cherry to parchment and parchment to green bean were
derived, thereby enabling an FOB (Lae), cherry and parchment price to be calculated in
green bean equivalent terms. However, these prices did not include the costs of transport,
processing, blending and storage. It was also assumed in the conversion from parchment
to green bean that mill operators had purchased Y1 parchment. However, anecdotal
evidence collected from mill operators suggested that in the best case scenario, recovery
rates averaged 81%, but where the parchment was wet or contained an excessive amount
of foreign material, the conversion rates could fall to as low as 68%.

By comparing the prevailing prices at the factory door with those theoretically available in
Lae, it was possible to derive the proportion of the FOB price paid to growers. It was also
possible to show: (i) the difference in the net returns growers received by selling cherry
versus parchment as either a green bean equivalent or parchment equivalent price: (ii) the
extent to which the prevailing factory door cherry and parchment prices co-varied with the
price of Other Mild Arabicas on the NYC; and (iii) how the prevailing discount for Y1 co-
varied with the price of Other Mild Arabicas on the NYC. However, the main reason for
implementing this data base was to show that any improvement in the price received by
growers was due to an improvement in the quality of the coffee produced, rather than to
an increase in the world price. Similarly, should prices in the world market fall, while this
should not detract from the need to improve the quality of the coffee produced by
smallholder coffee producers, the lack of any price incentive could dissuade growers from
investing in their coffee gardens or the processing of their parchment.

Objective 3. To support, promote and facilitate the extension and replication of
successful schemes within the PNG coffee industry

Having identified those innovative collaborative collection pricing and processing schemes
that deliver superior quality coffee and provide commensurate rewards to participants in
the supply chain, the project sought to support these schemes in their efforts to improve
quality and their on-going development.

In an action-learning environment, pilot programs were delivered to all participants in the
selected schemes to address the needs identified under Objectives 1 and 2. As one of the
major reasons for conflict in supply chains is the lack of awareness, especially among the
growers, training was expected to emerge as a major constraint in delivering superior
quality coffee. Even among those successful collaborative collection, pricing and
processing schemes identified, training was expected to be important to facilitate
communication, to improve relationships, facilitate improvements in the quality of the
coffee produced and to enable the schemes to adequately document and expand their
quality assurance systems.

Following a major restructure of research, development and extension functions in 2002,
CIC's research and extension functions were merged to improve the flow of information

between researchers and extension workers. This was accompanied by a significant shift
in the means by which extension and training was delivered to smallholder growers. With
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support from the Department of Agriculture and Livestock (DAL), CIC moved from the
Training and Visit model (promoted by the World Bank) to adopt the Smallholder Support
Services Pilot Project (SSSPP) model (promoted by the Asian Development Bank) Error!
Bookmark not defined.which recognised the need for greater participation from
smallholder growers.

Furthermore, the SSSPP promoted the contracting out of extension services to
designated service providers, thereby making the delivery of extension and training more
efficient, flexible and cost effective. Rather than being the sole deliverers of extension and
training services to the coffee industry, CIC extension staff became managers and
facilitators in the delivery of extension services.

At the core of this approach is the Participatory Rural Appraisal and Planning Process
(PRAP) which is used to assess growers needs and enhance ownership and commitment.
The primary objective of the PRAP process is to ensure that the community is actively
involved in the process and will make use of the results. This is achieved in several ways:
(1) the request for a PRAP must come from a grower community; (2) CIC staff first
appraise the community to ensure the community meets certain criteria (i.e. twenty or
more genuine coffee growers, free from tribal fights and land disputes, and the group is
sustainable); and (3) the group is willing to contribute towards the cost of service delivery.
Having passed this preliminary assessment, a visit is made to the site to collect some
preliminary data and to set a date to conduct the PRAP. This is followed by a period of
planning and preparation for the visit.

PRAP's can be conducted by CIC staff, DAL staff, service providers or a combination of
these people and involves any member of the community who wishes to participate. The
aim is to identify community problems and plan solutions with the active participation of
community members. This incorporates a description and analysis of the community;
identification of problems and potential solutions; and the design and programming of
activities for project implementation.

The PRAP process involves 12 stages including:

e History profile. An historical profile is constructed for the village from memories of
past key events, their dates and their impact

e Seasonal/activity calendar. Different farming activities along the crop cycle, other
crops, weather and social activities are discussed in gender groups to develop a
seasonal/activity calendar

¢ Venn diagram. A Venn diagram showing the institutional relationships between the
community and internal or external organizations such as CIC, Council President,
banks, exporters and churches is developed. These are placed on a chart with three
circles representing the closeness of the relationships between the organisation and
the community

e Village map. A village map is drawn and discussed with the community to indicate
common features including crops, farming areas, roads, trade stores, schools, rivers,
swamps and mountains

e Transect walk. This is a transverse cut or ‘walk through’ the community to identify,
describe and analyse technical and production related aspects in terms of farming
practices, landscape, soil types, water source, animals and vegetation

e Problem identification and listing. A facilitator leads a brainstorming session with
community members to identify those problems that may have negative or positive
implications for the community or crop. Problems are listed as strengths and
weaknesses and whether they are internal or external. Internal problems are those
which the community could solve using their own resources, while external problems
require outside assistance
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e Problem sorting. Internal problems are left for the groups to solve while the external
problems are clarified in preparation for ranking by the group

e Problem ranking. External problems are then voted on and prioritized according to
their perceived importance using stones or seeds for voting. Problems are ranked
according to the number of votes they receive

e SWOC analysis. A Strengths, Weaknesses, Opportunities and Constraints analysis is
conducted on each of the priority problems selected and their solutions

e Documentation. Each of the sessions is documented and a report prepared by the
facilitators associated with the sessions

e Action plan. An action plan is then prepared by the PRAP facilitators, which contains
the objectives, activities, budgets and responsibilities to deal with the issues raised in
the PRAP process

e Terms of reference. Finally, terms of reference are developed specifying activities and
other requirements that form the basis for advertising and selecting service providers

From the PRAP's conducted with the selected collaborative collection pricing and
processing schemes, six pilot training programs were identified and developed. Farm
Training and Extension staff at Aiyura undertook a comprehensive review of the literature
to prepare four training modules on nursery production, agronomy and crop husbandry,
harvesting and processing, and pest and disease control. Using the price information
prepared under Objective Two and pre-existing material, the Economist assigned to the
project developed the marketing and quality training module in consultation with the
project team. Rather than to prepare specific material on basic bookkeeping and financial
planning, a pre-existing generic training program was utilised. Extensive discussions were
then held with the service provider and DAL to improve the material.

As an integral component of the PRAP process, Farm Training and Extension staff are
required to independently audit the performance of the Service Providers engaged to
deliver the prescribed training modules. In undertaking this process, growers were
consulted with regard not only to the delivery of the prescribed material, but also the
content and the extent to which the training had proved useful. This was evaluated
through the delivery of both a pre-training and post-training questionnaire which also
provided useful measures for evaluating the impact of the project (Appendix 2).

At the farm level, as quality product can only be produced if everyone is aware of how the
various activities that they undertake impact on the quality produced, both men and
women were encouraged to participate and contribute equally in the training program.

While quality is based upon the customer’s actual experience with the product, measured
against their requirements and expectations, the adoption of a quality culture depends on
people. To provide that leadership, a 3 day introductory course on quality management
was provided to the CIC and all personnel directly involved in the delivery of the pilot
programs. This aspect of the project was delivered by a quality consultant.

A second more interactive workshop was then undertaken with participants from the
selected collaborative collection pricing and processing schemes to provide an opportunity
for growers, traders, processors and exporters to interact in a supportive environment.
From this workshop, a generic HACCP-based quality management system was developed
which was subsequently verified by in-depth meetings with growers, processors and
exporters.

Where required, the project was to build and facilitate linkages between the grower groups
and downstream market intermediaries. However, at project inception, directly or
indirectly, each of the selected pilot groups was linked to an exporter.
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Objective 4. To communicate and disseminate the project results and activities

In launching this project, some possible resistance was anticipated from traders,
processors and exporters as in the past, grower direct marketing had been supported.. As
the success of this project depended upon fostering and improving relationships between
all participants in the supply chain, a one day implementation workshop was conducted in
Goroka in July 2005. The workshop provided;

e an overview of the project objectives

e business-to-business marketing concepts
e supply chain management

e quality assurance

e the role for collaborative marketing groups.

Towards the conclusion of the project, it was proposed that a second workshop be
conducted to extend the findings of the project to industry, communicate the outcomes of
the PRAP to chain leaders and to develop a plan for replicating successful collaborative
coffee collection, pricing and processing schemes. With many development agencies
searching for suitable projects in which to invest, a research forum was seen to provide
the means by which CIC could potentially attract donor funds.

To specifically promote this project, articles of interest were drafted and submitted to the
CIC Training and Information unit for dissemination towards the conclusion of each visit.
At every opportunity, informal discussions were conducted with members of the CIC
Board, processors, traders and exporters, to both advise and verify the research findings
as the project progressed. Similarly, towards the conclusion of every visit, an informal
briefing with the CEO, the Manager of Industry Affairs and the Special Projects Officer
was conducted to advise progress.

Liaison with the two other ACIAR coffee projects: ASEM/2004/017 Assessment an
improvement of quality management during the postharvest processing and storage of
coffee in PNG and ASEM/2004/047 Sustainable management of coffee green scale in
PNG was maintained through the manager of the ACIAR coffee projects and participation
in a number of research symposia both in Australia and PNG.
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6 Achievements against activities and
outputs/milestones

Objective 1: To describe innovative collaborative collection pricing and processing
schemes that seek to achieve superior quality coffee

no. Activity outputs/ milestones completion date ~ Comments
1.1 Conduct face-to- Review of current coffee collection, February 07

face interviews pricing and processing schemes
1.2  Dataanalysis Review of quality assurance systems

for the PNG coffee industry

1.3 Case study Document case studies of alternative September 08

analysis of collaborative collection, pricing and

schemes processing schemes

Review of current coffee collection, pricing and processing schemes

In September 2005, after initial discussions with industry and the CIC, a comprehensive
questionnaire was developed, translated and pilot tested in late November. A total of 54
coffee growers were interviewed from each of the eight groups (Table 1).

Table 1: Number of growers interviewed from participating collaborative marketing groups

N
Ruts kopi 10
Kabiyufa — Eastern Highlands CCGS 10
Coffee Connections 7
Sihereni 7
Fimito — Eastern Highlands CCGS 6
Midema - Chimbu CCGS 5
Highland Arabicas 5
Sigri 4
No of respondents 54

From the survey results, it was apparent that the majority of respondents were smallholder
coffee growers, for 53% of the growers cultivated less than 2 hectares of coffee. However,
given the planting distances recommended by the CRI (PNG Coffee Handbook), which
recommends 2667 trees per hectare, it is evident that the majority of growers are engaged
in mixed cropping enterprises, presumably cultivating sweet potatoes and other vegetable
crops for both household consumption and sale.

Table 2: Size of participating growers' coffee gardens and number of coffee trees per grower
Area of coffee garden N Number of coffee trees N

Less than 1 ha 15 | Less than 2600 14
1.1 hato 2.0 ha 10  2601-5000

Greater than 2 ha 22 More than 5001

No of respondents 47 27

It was no surprise to find that for some 83% of the growers surveyed, coffee contributed
around 50% of their household income (Table 3).
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Table 3: Proportion of household income derived from the sale of coffee

N
Very little 6
Almost half 30
More than half 14
Most 3

No of respondents 53

Over one half of the growers surveyed (57%) sold all their coffee as parchment, whereas
less than 10% sold all their coffee as cherry (Table 4).

Table 4: Proportion of respondents coffee sold as cherry and/or parchment

N
All parchment 31
Mostly parchment 2
About the same 3
Mostly cherry 13
All cherry 5

No of respondents 54

The main reasons given for producing parchment were the ease of transport, the capacity
to store the parchment and thus the ability to sell the parchment at a later time to meet
both household expenses and social obligations (Table 5).

Conversely, the main reasons given for selling cherry were that it was less expensive to
produce, it achieved a higher price, it demanded less labour, the grower did not have a
suitable pulper and/or wet mill, and the lack of infrastructure, which included running water
and/or electricity to pulp the cherry. However, in selling cherry, the critical considerations
were close proximity to the wet mill and road access. Without either of these, growers had
no option other than to produce parchment.

For those growers selling cherry, transport was not a major consideration, for many of the
wet mill operators despatched their own trucks or employed agents to collect the cherry
from the roadside.
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Table 5: Reasons given why respondents’ sell coffee in these proportions
Number of growers

Cherry Both Parchment
Less expensive 7
Close proximity
No pulper or wet mill
Good price
Less labour
Lack of infrastructure
Lack of water

Rl RN W AND

Saves time
Meet immediate needs 2
Easy to transport 18
Easy to store 16
Sell later 1

Linked to a coffee project

Number of respondents 18 3 33

While no growers sold cherry through grower cooperatives, for the participating growers
who produced parchment, selling through grower cooperatives was the principal means of
sale. This is not surprising, given that five of the groups studied were collaborative
marketing groups supported either by the CIC or private entities (Table 6).

Table 6: Means of selling coffee among surveyed groups
Number of growers
Cherry Parchment

Other growers 5 1
Grower cooperatives - 34
Roadside buyers 12 19
Wet factory 19 -
Dry factory - 19

Nevertheless, over one third of the growers surveyed sold parchment through roadside
traders, indicative of both the dualism of the coffee supply chain in PNG and the
dependence on roadside buyers as a quick and ready form of cash.

For those growers selling cherry in 2006, selling direct to other growers provided the
highest cash returns (95 toea/kg)(Table 7).

Table 7: Average price paid to secure cherry by each market intermediary

Toeal/kg
Other growers 95
Cooperatives -
Roadside traders 68
Wet mills 85

Those growers selling cherry to their neighbours were more often the smaller growers.
Anecdotal evidence would suggest that many of the larger growers to whom the cherry
was sold were registered growers under one of the many schemes operated by traders
and exporters to supply the specialty market, and in particular, Starbucks. Under their
generic quality assurance program Café Practices, Starbucks required all their suppliers
to be registered as a means of providing traceability, thus providing a means of verifying
that the social and environment conditions had been met. As various incentives were
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payable to the exporter, and in turn, a proportion of which was transferable to growers,
depending on the level of registration achieved, it would be in the growers best interest to
sell as much cherry as possible.

There was a marked difference in the average price paid between the wet mills and the
roadside traders. While wet mills were found to pay a higher average price (85 toea/kg),
because of the issues associated with security, growers were seldom paid in cash.
Instead, they were paid either by cheque or the funds were electronically transferred to a
nominated bank account. On the other hand, the roadside traders, acting as a buying
agent for a wet mill, paid cash on acceptance.

While anecdotal evidence suggests that many of the roadside traders are often financed
directly by a wet mill, it was evident that the roadside traders were less likely to reject
cherry that did not meet the buyers' specifications (Table 8).

Table 8: Extent to which different market intermediaries reject the growers' cherry
Number of growers

Yes No
Other growers 1 1
Cooperatives
Roadside traders 3 7
Wet mills 7 5

The failure of the roadside traders to adequately reward growers for harvesting good
quality cherry (red and ripe) was no doubt one of the main reasons for CIC to recently
institute a ban on the sale of cherry except to licensed traders. As high cherry prices have
encouraged cherry theft, strip picking usually results in a variable mix of both red and
green cherries being offered for sale. While it is generally accepted that up to 4% green
cherries will have little impact on the cup quality of the coffee produced, any more than
this will be detrimental to cup quality.

However, it was also apparent that many of the wet mills were compromising quality by
failing to accept only red ripe cherry. While many of the smaller wet mills are paying
cherry prices commensurate with the specialty coffee market in order to secure supply, by
purchasing inferior quality cherry, they are more likely to achieve PSC prices (at best) or
Y1. Consequently, the long-term financial viability of these mills is highly questionable.

These findings were largely supported by a subsequent analysis of the relationships that
existed between those smallholder coffee growers selling cherry and the roadside traders
and wet mills with whom they transacted (Table 9). Roadside traders not only took all of
the cherry the grower offered for sale, but also paid cash on acceptance. Given the ease
with which the transaction could be executed and the variable quality of the cherry
accepted by the roadside traders, growers considered that they had been adequately
rewarded for their efforts. However, the roadside traders did not offer the best price, nor
could they be trusted. Roadside traders seldom kept their promise and most were
perceived to be dishonest. Most smallholder coffee growers had no desire to maintain
their relationship with roadside traders: business was largely opportunistic and there was
little evidence of any close personal friendship between smallholder coffee growers and
roadside traders.
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Table 9: Relationships among cherry suppliers and buyersl

Means

1 2 3
Able to take all my harvested coffee 277 3.00 @287
Provides me with a fair price for effort 2.66 3.00 2.75
Pays cash on delivery 258 3.00 281
Rewards me for good quality 234 269 281
Financially strong 162 223 231
Has a good business reputation 151 200 225
Provides technical information/advice 1.57 192 | 231
Provides market/price information 1.60 @ 2.00 1.69
Picks up my coffee 1.47 1.15 1.87
Willing to meet immediate cash needs 148 100 175
Is geographically close to me 1.47 1.07 | 2.00
Gives the best price 1.47 1.07 | 1.75
Have a close personal friendship 1.45 1.00 @ 1.68
Trust each other 1.45 1.00 1.50
My buyer is honest 1.51 1.07 1.68
Buyer considers my best interests 1.26 1.31 1.62
Buyer keeps his promise 1.33 1.00 181

| want to continue to transact with this buyer ~ 1.62 = 1.00  1.56

Where 1 is what the grower wants from their buyer and the mean is measured on a three point scale where 1
is "not important", 2 is "neutral” and 3 is "important". Where 2 is what the grower gets from roadside cherry
buyers 3 is what the grower gets from the wet factories and the mean is measured on a three point scale
where 1 is "not well", 2 is "neutral" and 3 is "very well"

For those growers producing cherry, to the maximum extent possible, growers sought to
sell directly to the wet factory, for they paid a higher price. As an increasing number of wet
mills were sending out their own trucks to collect the cherry from smallholder growers,
even although the majority of growers selling directly to wet factories had the capacity to
deliver their own cherry, there was no need. Given the need to process the cherry on the
same day of harvest, by necessity, the wet mills were perceived to be geographically
closer to the grower.

For most smallholder coffee growers, the wet mills were perceived to be more honest and
trustworthy. There was not only a greater desire to maintain the relationship, but there
was also evidence of a close personal relationship. Nevertheless, anecdotal evidence
suggests that in PNG, such relationships only last for as long as the mill is able to pay the
highest price. For the wet mills, this is problematic, for even although they are more willing
to extend credit, to meet immediate cash needs and to provide technical advice to the
growers, this provides no guarantee of their capacity to secure the crop at harvest.

As a result, many of the wet mills were instituting mechanisms to voluntarily withhold a
proportion of the growers' returns to meet anticipated household expenses (school fees),
farm expenses (fertilisers, chemicals and labour) and unforeseen social obligations.

For those smallholder coffee growers producing and selling parchment, during 2006,
cooperatives were observed to pay the highest average price (K 4.43/kg)(Table 10).

! The small number of responses precludes any sophisticated statistical analysis. Hence any interpretation in
the difference between mean scores can only be undertaken within context and supported by anecdotal
evidence
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Table 10: Average price paid to secure parchment by each market intermediary

Kina/kg
Other growers 2.00
Cooperatives 4.43
Roadside traders 2.82
Dry mills 3.39

However, some caution must be exercised in the interpretation of these results. Whereas
most parchment sold by smallholder growers is sold as Y grade, that parchment which is
produced by growers who are certified Organic and/or Fairtrade, and which, by necessity,
must be sold through cooperatives, will be sold in the specialty market at much higher
prices. This, in part, is reflected by the considerable variation in the prices reported by
growers, ranging from K 3.80 - 5.33 per kg.

Furthermore and with particular regard to the CCGS groups, additional premiums are
provided to growers after the collective processing and marketing of the green bean. For
the traders and exporters, purchasing green bean will reduce many of the uncertainties
and the costs associated with processing parchment. At this time, it is not possible to
ascertain how much of the premium received by growers can be attributed to the superior
quality of the parchment produced and the capacity, through collaboration, to deliver
larger volumes of parchment reliably and consistently, and the benefits that are derived
from the collective processing and marketing of the parchment.

However, from the growers' perspective, cooperatives were more likely than other market
intermediaries to pay incentives for superior quality parchment (Table 11).

Table 11: Extent to which different market intermediaries pay different prices for different
quality parchment

Number of growers

Yes No
Other growers
Cooperatives 17 6
Roadside traders 9 10
Dry mills 9 8

Nevertheless, from an analysis of the processing practices undertaken by those growers
supplying parchment to cooperative marketing groups, there is still an urgent need to
standardise processing practices for:

e 7 growers (30%) ferment for 24 hrs; 1 (4%) for 36 hrs; 13 (56%) for 48 hrs and 2 (9%)
for 73 hours

e 13 growers (56%) wash only one time; 7 (30%) wash two times and 3 (13%) wash
three times

e 5 growers dry the parchment until the husk cracks (24%); 10 until the bean is green
inside (48%); 2 until the bean is black in appearance (9%) and 4 until the husk is
brown (19%)

e 21 (91%) hand sort prior to selling the parchment.
More so, growers use a variety of means to ferment, wash and store the parchment.

For those smallholders producing and selling parchment to the roadside traders, it is hard
to understand, on the basis of the evidence presented, why smallholder coffee growers
would want to deal with roadside traders at all (Table 12). Roadside traders seldom
rewarded the growers for producing superior quality parchment, they seldom offered the
best price and most were perceived to be dishonest and untrustworthy. Nevertheless, they
were perceived to offer the grower a fair reward for their effort and most were able to pay
cash on delivery.
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Table 12: Relationships among parchment suppliers and buyers2

Means

1 2 3 4
Able to take all my harvested coffee 277 250 261 @272
Provides me with a fair price for effort 2.66 2.70 2.64 212
Pays cash on delivery 258 230 252 | 218
Rewards me for good quality 234 170 2.00 @ 2.00
Financially strong 1.62 1.30 123 | 1.33
Has a good business reputation 151 1.30 126 | 1.79
Provides technical information/advice 1.57 1.20 1.26 1.45
Provides market/price information 1.60 1.30 211 1.67
Picks up my coffee 1.47 150 211 1.24
Willing to meet immediate cash needs 148 100 197 1.18
Is geographically close to me 1.47 1.33 1.64 | 1.18
Gives the best price 1.47 1.20 114 154
Have a close personal friendship 1.45 120 126 121
Trust each other 1.45 1.10 1.29 1.12
My buyer is honest 1.51 1.10 211 1.57
Buyer considers my best interests 1.26 1.20 @ 2.00 1.12
Buyer keeps his promise 1.33 110 182 194

| want to continue to transact with this buyer = 1.62 1.10 159 1.53

Where 1 is what the grower wants from their buyer and the mean is measured on a three point scale where 1
is "not important", 2 is "neutral” and 3 is "important". Where 2 is what the grower gets from roadside
parchment buyers 3 is what the grower gets from cooperative marketing groups 4 is what the grower gets from
the dry factories and the mean is measured on a three point scale where 1 is "not well", 2 is "neutral" and 3 is
"very well".

For smallholder coffee growers selling through collaborative marketing groups, the
benefits of selling through collaborative grower groups were abundantly clear.
Collaborative marketing groups were perceived to be more honest and to operate in the
growers best interests. Collaborative grower groups generally picked up all the growers'
coffee and they were the most willing to provide market information.

However, collaborative grower groups did not always provide the best price nor were they
perceived to have the best reputation. Anecdotal evidence suggests that one of the main
reasons for this is the need for the collaborative groups to retain the coffee until such time
as they had sufficient to process and to fill a container. In the highly volatile coffee market,
the group is therefore unable to take advantage of any upward movement in price. While
collaborative marketing groups were perceived to have a poor reputation, such is no doubt
a carry over from the numerous failures of cooperative marketing structures in the past.

In transacting with the dry mills, the majority of smallholders perceived them to be
opportunistic. While the dry mills could take all the growers' coffee, there was some doubt
as to whether they had been adequately rewarded. There was, within the trading
relationship, an inherent element of distrust, suggesting that growers often believed that
the dry mills did not pay them the appropriate price for the quality of the parchment
submitted. Because of the security risk, dry mills seldom paid the growers in cash: rather,
they were paid by cheque, which required the growers to visit the bank to access their
funds. There was also an element of doubt with regard to the financial strength of many
dry mills and thus their ability to secure sufficient working capital to purchase parchment.

% The small number of responses precludes any sophisticated statistical analysis. Hence any interpretation in
the difference between mean scores can only be undertaken within context and supported by anecdotal
evidence
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Nevertheless, as the dry mills generally paid the highest price, growers were more likely to
transact with them only for as long as they were able to pay the highest price.

Regrettably the sample sizes were too small to reveal any significant difference between
the eight collaborative marketing schemes examined.

Review of quality assurance systems for the PNG coffee industry

In the PNG coffee industry, quality is determined at three levels.

For those growers selling cherry direct to processors, quality is assessed on the basis of
colour and maturity: ripe red cherries are preferred. Both green cherry and over ripe
cherry will impart undesirable characteristics into the cup profile.

For parchment, quality is evaluated on the basis of colour, odour, moisture content,
freedom from defects and trash (Table 13).

Table 13: Parchment standards enforced by the CIC

Colour/Appearance Silverskin/Green bean Defects/Foreign matter
Class 1 A very pale and even colour = Clean and translucent silverskin Up to 12 defects per 100g
Premium = Substantially free from defect = Clear jade to olive coloured green = No foreign matter
bean
Class 2 An even colour Clean and translucent silverskin Up to 70 defects per 100g
Good Few defects Clear jade to olive coloured green
bean
Class 3 An uneven and mixed colour = A dirty and discoloured silverskin Up to 35 defects per 100g
FAQ hard to remove Substantially free from
Yellow green to brownish green foreign matter
bean colour
Class 4 Discoloured and dirty Very dirty and discoloured More than 70 defects per
Reject Excessive defect and foreign = silverskin hard to remove 100g
matter Very uneven coloured green bean =~ Some foreign matter

In order to meet the standard, parchment coffee must satisfy all the criteria. For example,
if there are more than 12 defects per 100 grams, the parchment will be classified as Class
2, even if the parchment is of Class 1 colour and silverskin standard.

All defects have the same value and are defined as follows: coffee parchment beans,
which are not normal in physical appearance, which includes beans damaged by nature,
insects or during processing (Table 14).

Table 14: Parchment defect schedule for the PNG coffee industry

Two (2) defects are presented by 1 large stone (stone retained by screen of 8.0 mm diameter)
1 large stick (twig approx. 3 cm in length)
One (1) defect is represented by 1 pod (dried fruit of the coffee trees)
1 medium stone (through screen 8.0 mm but retained on 4.7 mm)
1 medium stick (twig approx. 1.5 cm in length)
3 small stones (3 x stones or diameter less than 4.75 mm)
3 small sticks (3 x sticks or twig approx. 0.5 cm or less)
1 full black (bean of greater than half of it is part black)
1 full sour (cream to light brown-reddish colour internally)
5 shells (malformed bean presenting a cavity)
5 broken (fragment of a coffee bean to half a bean)
5 partly black (5 beans — less than half of it is part black)
5 partly sour ( 5 beans — less than half of it is part sour)
5 floaters (white in colour and very light in weight)
5 white beans (discoloured old beans)
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2 parchment (bean entirely/partially enclosed in the endocarp)
2 hull or husk pericarp of the dried coffee fruit
5 immature beans

Foreign matter is defined as any substance not derived from the coffee cherry. Any
parchment containing foreign matter is immediately downgraded to Class 3.

Moisture is treated separately using the standard teeth and rubbing method (Table 15).

Table 15: Moisture content of parchment
Moisture  Measure

Machine = 9-11% Very hard. No teeth marks

1 11-15% Hard only slight marks with teeth
2 15-20% Soft black appearance. Easy mark with teeth
3 20-30% Very soft black. Crushes with teeth

For green bean, export standards are enforced by the CIC which govern the size, colour,
odour and the level of defects (Table 16).

Y1 is defined as having a maximum defect level of 70 defects per kg.

Y2 has a maximum defect level of 150 defects per kg. Any green bean consignment with
a defect count of more than 150 will be downgraded to T grade

T grade is defined as Arabica coffee beans that do not conform to the standards
prescribed for any other grades.

However, in recognising that these standards relate only to the physical characteristics of
the bean, prior to export, CIC (in Lae) cup a sample of the coffee. Experienced liquorers
identify and report on the faults associated with harvesting, fermenting, washing and
drying.

Table 16: PNG Arabica green bean specifications

Grade  Bean size Uniformity  Total defect Raw bean Odour
(screen) equivalent colour
AA >18 Good Upto 10 Bluish green Clean
A > 17 Good Upto 10 Bluish green Clean
AB 50% > 16 Good Up to 10 Greenish Clean
50% > 17
B >19 Good Up to 20 Greenish Clean
C > 15 Good Up to 20 Greenish Clean
PB 11-14 Good Up to 10 Greenish Clean
PSC Mixed Good Up to 40 Greenish Clean
X Mixed Uniform Up to 30 Greenish Clean
Y1 Mixed Mixed Upto 70 Greenish/grey Some fruitiness
Y2 Mixed Mixed Up to 150 Faded green Acceptable
Y3 Mixed Mixed No more than 3% Green to yellow No foul or foreign odour
defects
T Mixed Mixed More than 3% Green to yellow No foul or foreign odour
defects

Cupping is perhaps the most critical component of the quality control process, but by its
very nature, it is also one of the most subjective. At the factory door, processors have
indicated that where cooperative grower groups can supply no less than 10 bags (30 bags
in the case of one large exporter), a sample of the parchment will be dehusked, roasted
and tasted. For the traders and exporters, while this process effectively removes much of
the risk associated with the purchase of parchment, it does enable them to allocate
selected parcels of parchment (or green bean) to specific customers. Where buyers can
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be identified who are willing to pay for superior quality parchment and collaborative
marketing groups are able to maintain the quality and continuity of supply, traders and
exporters are in a better position to reward smallholder growers for producing superior
quality coffee.

Coffee which has been purchased from smallholder growers and processed as cherry by
a registered wet mill is permitted to use the grades available to the plantations (AA, A, AB,
B, C, PB and X), whereas parchment purchased from smallholders may only be classified
as PSC, Y1-3 or T grade.

While each of the world’s major coffee buyers may institute their own quality standards,
the most commercially significant system currently operating in PNG is CAFE Practices.
Introduced by Starbucks, CAFE Practices seeks to reward preferred suppliers who can
demonstrate that the coffee has been sourced from growers who produce the coffee in an
environmentally sustainable manner (Appendix 3). In addition to the standards which
specify the characteristics of the bean, permitted defect levels and the cup quality,
producers must meet strict controls on the use of shade, land management practices,
chemical and fertiliser application, water use and pollution, conservation and biodiversity.
In addition, processors and traders must ensure that growers have been treated fairly and
equitably and have the right to collectively bargain. Additional conditions must also be met
with regard to worker welfare (including the use of child labour) and minimising the impact
of processing on the environment.

For those businesses fortunate enough to meet the rigorous standards established by
Starbucks, accreditation provides significant financial benefits, not only in higher prices,
but it may also provide a means of securing working capital in an industry which most
financial institutions are reluctant to enter.

Significant price premiums are also available from those segments of the market that
pursue accreditation under Organic and Fairtrade (Table 17).

Table 17: Price differentials for different qualities of PNG coffee in green bean equivalent

Grade Differential % export
(US c/lb) (value)
A AA 26 9.0
X 12 15.0
Organic 19 1.8
Fair Trade 0.9
PSC -3 25
Y1 -13 48.0
Y3 - 69 3.0

However, only two companies in PNG are currently registered for Fairtrade, although
some 6 exporters claim to be selling organic coffee. In the 2007 calendar year, certified
Organic and Fairtrade coffee accounted for 3% of PNG green bean exports, with 26%
classified as Organic, 57% as Fairtrade-Organic and 17% as Fairtrade.

While there is much debate about the extent to which the market for both Organic and
Fairtrade will continue to increase, there is an opportunity for many PNG producers and
exporters to target this premium market. However, unless the quality of the coffee
delivered meets customer’s specifications, appealing to consumer’s environmental or
social conscience through eco-labelling or Fairtrade will ultimately fail.

Over the duration of the project, the review of prevailing quality systems in the PNG coffee
industry widened, due to the very dynamic nature of markets and the desire by traders
and exporters to obtain some differential advantage. One of the exporters achieved
certification under the Common Code for the Coffee Community (4C) and another was
being directed to consider Utz Certified. While Rainforest Alliance and Bird Friendly coffee
are alternative schemes, no coffee company in PNG has yet been certified.
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Document case studies

The key reason for using case studies was to understand the factors influencing the
adoption and on-going success of collaborative collection pricing and processing schemes
and to explore alternative strategies for the successful expansion of these schemes. The
individual case studies were chosen to represent a range of alternatives: (1) grower
groups supplying cherry to a central wet mill linked to an exporter; (2) grower groups
supported by an outside agency (in this case CIC) and organised as a cooperative using
village level wet processing and sale through an exporter; and (3) grower groups
organised as a cooperative and linked to an exporter to supply accredited coffee to the
Organic/Fairtrade market.

Subsidiary objectives for using the case study schemes were:
e to communicate and disseminate the project results and activities

e to provide a participatory mechanism through the PRAP process to assess grower
needs relating to processing and marketing of their product

e to provide a mechanism to deliver and evaluate training to growers

e to help overcome some of the misconceptions about the processing and marketing of
coffee and the role of processors and exporters

e to provide a mechanism to observe and evaluate the chances of collaborative grower
groups surviving either as informal groups or as cooperatives

e to provide evidence about successful collaborative collection pricing and processing
schemes within the PNG coffee industry.

Evidence from these schemes was collected from:
e on-going interviews with processors and exporters from the schemes
e on-going interviews with grower group leaders from the schemes

e statistics collected by the CIC on prices for various classes of cherry, parchment and
green bean

¢ the PRAPs conducted by CIC with the groups
e CIC and service providers who delivered training to growers
e pre and post-training surveys of participants.

This evidence was collated and used to develop case study descriptions of each scheme
which:

e described the characteristics of each chain

e evaluated each of the grower groups in terms of their organisation, social capital,
understanding of coffee processing and marketing and responses to training

e described and evaluated the schemes including their pricing mechanisms, prices
received and quality control processes

e evaluated the relationships between actors in the chain, including growers,
processors and exporters

e evaluated the factors influencing the on-going change and success of each group
(Appendix 4).

While the mainstream Y grade coffee market in PNG is highly competitive and efficient in
that it quickly adjusts to world prices and provides smallholders with a fair proportion of
the export price, it is not able to reward smallholders for producing better quality coffee.
Rather, the system tends to have the opposite effect, because smallholders who produce
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poor quality coffee often receive the same price as smallholders producing superior
quality coffee.

Although it is possible to improve quality in this system through education, the inherent
problems remain. Y grade coffee is sold at a discount to the NYC because of poor
processing at the village level which leads to inconsistent product quality. A number of
alternative chains have attempted to overcome this problem by delivering to the specialty
market and/or accredited Organic and Fairtrade markets. The alternative chains studied
include:

e specialty cherry chains. These consist of centralised wet mills owned by plantations
and exporters that purchase smallholder and block-holder cherry to produce specialty
coffee (3 case studies)

e Fairtrade/Organic chains. In this instance, exporters have established relationships
with smallholder cooperative groups to deliver to the Organic and Fairtrade market (1
case study)

e smallholder cooperative groups producing premium smallholder coffee (PSC). These
cooperative groups have been organised and trained by an outside agency (in this
case the CIC). Parchment is produced using village-level processing, but bulked up
and processed through a dry mill for sale to exporters (4 case studies).

The first two of these options directly target the specialty market to achieve higher prices,
while the third attempts to improve price by overcoming the inconsistent quality and small
quantity constraints.

Specialty cherry chains

Centralised wet mill chains involve a relationship between the owners of a large wet
factory (who may or may not have a plantation) and block-holders and smallholders who
supply cherry to the wet factory (Figure 1). Farms supplying these chains tend to be larger
than most smallholder farms. They are not organised in groups and either deliver their
cherry directly to the factory, an agent of the factory, or the factory arranges to pick up the
cherry from the roadside. These centralised chains can only operate where smallholders
have road access to the wet mills. This is hormally within a radius of 20 to 30 kilometres
depending on whether the road is trafficable to trucks.

Smallholder
cherry

Plantation Plantation & Niche Speciality
exporter wet —| Dry factory Exporter coffee

cherry roaster
factory consumer

Blockholder
cherry

v

Soluble
Mass
Exporter coffee
roaster
consumer

Figure 1: Specialised cherry chains
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Organisation of chain

The chain leader is the owner of the wet factory. The focus of these chains is to process
the cherry in a controlled, standardised manner to produce plantation style coffees that
are sold into the specialty market. This focus distinguishes them from some wet mills that
buy cherry, but for various reasons do not produce green bean suitable for the specialty
market.

Some chains have an integrated operation that includes a dry mill and an exporting arm,
while others use third parties as dry processors and exporters. Chain leaders provide
some services to their suppliers, although these are not extensive. The most common is
to provide transport to pick the cherry up from more remote suppliers or those who lack
transport. Normally, growers are not charged for this service. Some chain leaders provide
limited credit, technical advice or provide fertilisers and chemicals at cost, although these
services are not part of a formal arrangement. Some chains purchase cherry for cash,
while others provide an account that growers can draw on or leave to meet future
demands for cash.

Price and quality control

Centralised wet mills follow two strategies to meet the standards required by the specialty
market. The first strategy is to buy large volumes of ripe red cherry and process it to the
standards of the PNG plantation sector. Green bean produced in this manner sells at
plantation prices because it has consistent physical and taste characteristics. The second
strategy is to seek accreditation to specialty coffee schemes. Currently, the most
important of these is the Starbucks Café Practices program. Some chains in PNG have
already obtained preferred supplier status and are seeking to obtain strategic supplier
status. These accreditations provide premiums for green bean, which are necessary if the
chains are to continue paying premium prices for cherry.

Prices received by growers selling cherry are considerably higher than the prices received
by growers selling parchment. In addition, sellers of cherry do not incur the costs of
processing and therefore have an additional advantage. The cherry market has become
highly competitive and competition appears to be increasing as the number of chains
involved in buying cherry increases.

During the main production months for 2004-2008, the price of cherry averaged 113
toea/kg parchment equivalent, or 34% more than the price paid for Y1 grade parchment
(derived from Weekly CIC price reports). This difference varies from season to season
depending on the world price and domestic seasonal factors. For example, in 2006, with
high world prices and low production in PNG, fierce competition increased the premium to
around 130 toea per kg parchment equivalent or around 38%. When converted to an FOB
green bean price, this equates to a premium over Y1 grade of approximately USD 0.23.
During the same period, Y1 grade green bean averaged USD 0.13 per pound below the
NYC. This means growers are receiving a price that is at a premium to the NYC and about
equivalent to the average for plantation X grade. They receive this without having to wet
process or in many cases deliver the coffee, which reduces their costs further.

At this stage, none of the chains have adopted accredited QA schemes, apart from Café
Practices. There are few economic drivers for the chains to adopt QA schemes as coffee
has few human health hazards and apart from Starbucks, few buyers are offering
premiums for adopting them or imposing penalties for not adopting. Consequently, most of
the quality programs used by the chains are based on Good Manufacturing Practices such
as inspection before purchase, pulping on the same day of purchase, continuous
monitoring of fermentation and so on. Each chain has variations on these practices and
additional practices depending on the market they are targeting.
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Relationships between the actors in the chain

The chain leaders for cherry chains are mostly export companies or their subsidiaries,
which are owned by overseas coffee companies, although an increasing number of the
smaller operations are owned and managed by indigenous PNG highlanders. Overseas
owned operations are mostly managed by people who are culturally different from
smallholder coffee growers. Consequently, many smallholders perceive exporters as part
of the problem rather than part of the solution to low coffee prices. Therefore, an initial
constraint in establishing a trusting relationship within the cherry chains is the historical
level of distrust between smallholders and processors/exporters.

Because of the commercial nature of cherry buying, many cherry chains do not establish
strong relationships between the smallholder sellers and the company buyers of cherry.
This is reflected in the lower levels of trust between smallholders and their cherry buyers.
Sometimes this is combined with resentment at the lack of recognition or appreciation
shown by buyers to their suppliers. In one case the relationship broke down, possibly
because of competition from another buyer. Levels of trust range from poor to reasonable,
generally reflecting the perceptions and reality of the various companies interest in
establishing more than a business relationship with their suppliers. However, growers
generally sell to the buyer offering the highest price.

In addition, smallholders tend to sell their cherry to the wet factory as individuals. Very few
formal groups exist of smallholder cherry sellers. In this project, groups were established
in an attempt to see if this would lead to sustainable results and to deliver training. As
might be expected, the level of social capital within these groups was lower than for the
other chains.

Factors influencing on-going change and success

Statistics on the quantities of cherry sold to centralised processing mills are difficult to
obtain because of commercial confidentiality, but discussions with processors indicate that
the quantities processed in this manner are expanding and have the potential to expand
further. The factors influencing on-going change and success include an increasing
demand for quality assured coffee, increases in cherry theft, and the poor condition of the
roads and lawlessness.

Recently there has been an increase in cherry theft. There are two main causes for this:
higher prices for coffee and an increase in cherry buying including the appearance of
many roadside cherry buyers. Stolen cherry is generally of poor quality, for it contains a
higher percentage of under and over-ripe cherry. Processors buying poor quality cherry
will find it difficult to achieve a premium in the specialty market, which will inevitably
squeeze their margins. More recently, the CIC has introduced a cherry buying ban, except
to registered buyers, which appears to be reducing this problem.

The poor condition of secondary roads and to a lesser extent roadside theft limits the
expansion of the centralised processing sector. PNG produces most of its coffee in areas
that are not accessible by trucks. To achieve premium quality, cherry must be delivered to
the mill for processing on the same day it is harvested. Because of the poor condition of
the roads, this generally limits cherry collection to areas within 20-30 kilometres of the wet
mill.

Another problem for some plantation-based chains is the sometimes precarious nature of
land tenure, both for the owner of the plantation and when land disputes occur between
suppliers or surrounding villages. This can affect both the plantations survival as an on-
going concern and the consistent supply of cherry to its wet mill.

Fairtrade and organic chains

In the 2007/2008 coffee year, Fairtrade and Organic coffee accounted for 3% of PNG
coffee exports. This reflects a gradual increase over time, for Fairtrade and Organic coffee
accounted for 0.5% of exports at the beginning of the decade. Prices achieved are
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equivalent to plantation grade coffee. However, only a few trading companies export
Fairtrade and Organic coffee, and only one company specialises in Fairtrade and Organic
coffee. This exporter operates through grower cooperatives which have established direct
links with family clusters at an individual village level in remote areas. The company buys
parchment from registered Organic and Fairtrade growers who are members of the
cooperatives. In this respect, this is an example of a strategic alliance between an
exporter and a cooperative, although the company provides considerable support to the
cooperatives (Figure 2).

Niche Speciality
J Dry factory —>| Exporter [|—> —>| coffee
roaster

consumer

Organic or
FT
cooperative T,

Smallholder |_ | Smallholder Mass Soluble

Exporter [~ —> coffee
parchment wet process roaster
consumer

Figure 2: Fairtrade and organic chains

This chain initially focussed on organic coffee and is accredited under NASAA. More
recently, it has increased its focus on the Fairtrade market and achieved dual certification.
Most of its suppliers are remote and consequently have to produce parchment in
smallholder wet factories. This means the smallholder coffee is Y grade, although
considerable effort is put into standardising wet processing procedures at the farm level
and hand sorting the green bean. Dry processing is contracted out.

Organisation of chain

The chain operates through grower cooperatives which establish direct links with family
clusters at an individual village level. Some 3,000 growers are members of the
cooperatives, mobilised into 300-400 family units. They employ 12 representatives from
the cooperatives who each look after operations in 3-5 villages. Each village in turn is
comprised of around 20 family units from 10-12 households.

Each supplier has a registration card. At the village level, inspectors communicate directly
with family clusters to ensure that Fairtrade/Organic production principles are practiced
and to ensure that family members follow the prescribed production practices to ensure
high quality parchment. This approach provides full traceability and reduces the costs of
auditing.

Cooperatives and members must be registered for certification. The company has
facilitated the establishment and running of these cooperatives. For certification, the
clusters and the cooperative must be democratically run and provide evidence that they
are. The company organises the visits by the inspectors for both Organic and Fairtrade
certification and covers the costs of certification. Inspection for registration occurs
annually with costs of AUD 500 per day plus airfares and accommodation. Because of the
remoteness and the number of growers involved this takes considerable effort. Achieving
Fairtrade certification takes from 3-6 months while Organic certification takes 2-3 years.
The major effort is in establishing the cooperatives, with local leadership being critical to
this. The company has also established depots, with employed depot managers, to which
cooperative members bring their coffee. Registered growers must present their
registration card at the depot for payment.

A major issue for the company is the collection of the coffee. Many of the roads are so
bad that in many cases, 4-wheel drive vehicles or 4-wheel drive tractors and trailers
provide the only means of bringing in the coffee. These are owned and operated by the
company. They also have to make repairs to the roads so their vehicles can use them and
they provide support to the villages through helping to build and maintain schools and
medical centres. The other option is to fly the coffee out.
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Price and quality control

Fairtrade and Organic coffee sells at a premium above the PNG Y grade parchment price.
Fairtrade has also established a minimum price when coffee prices are low. This is
currently set at USD 1.21 per pound. When prices are below this level (for example
around USD 0.60-0.80 per pound at the beginning of this decade) growers received a
considerable premium. When prices are above this level, registered growers achieve a
Fairtrade premium of USD 0.15 per pound. Of this, USD 0.05 goes to the growers, the
remaining USD 0.10 covers the additional costs, but discretionary payments may then be
made to growers as a reward for better quality. Organic coffee adds a further USD 0.15
per pound premium, providing a total premium of USD 0.30 per pound for both Fairtrade
and Organic coffee. However, there are additional costs associated with Fairtrade and
Organic coffee including hand sorting green bean, assisting the cooperatives and so on.

Quality assurance is focussed on the requirements for Fairtrade and Organic certification
for which there are annual inspections. Depot managers and inspectors at the collection
points have a role in monitoring and checking that growers are meeting Organic standards
and parchment quality standards. There is still a requirement to achieve quality parchment
for Fairtrade and Organic coffee so extension activities are being conducted. In addition
all green coffee is hand sorted.

Relationships between the actors in the chain

While the evidence about the relationships between actors in this chain are somewhat
contradictory (see Appendix 4), this could be due to growers distinguishing between their
relationship with the cooperative and their relationship with their exporter. They appear at
one level to believe they get higher prices from their cooperative, but still mistrust their
exporter and believe they should be getting a greater return. However, they probably trust
their exporter more than they trust other processors/exporters. The Fairtrade/Organic
grower group studied as part of this project appeared to have higher levels of social
capital and trust in their group than the other groups studied.

Factors influencing on-going change and success

There is considerable synergy between the requirements for Fairtrade and Organic
certification, although at present, different agencies and certifiers are required for each.
Both require the establishment of cooperatives and traceability systems to operate with
smallholder coffee growers. Much of the coffee in PNG would theoretically qualify as
Organic and Fairtrade providing growers could be organised to achieve certification.
Remote growers use little or no chemicals and coffee is grown in sustainable multi-
cropping systems. Consequently, there is scope for considerable expansion of these
systems. PNG is also a relatively small player in the world market and would be unlikely to
crowd the market for these products.

In the case of Fairtrade and Organic systems, improved price is an important driver for
remote coffee growers to be involved. However, a major constraint is the need for growers
to be involved with cooperatives to be eligible. Most grower cooperatives in PNG fail and
the skills and leadership needed to run a cooperative effectively are not always available.
Considerable time, costs and support are required to establish and maintain the group.
Leadership is critical and needs to come from the growers themselves rather than be
imposed from outside. The costs associated with certification are an additional problem for
smallholder coffee growers. Organic certification takes 3 years of continuous effort.
Throughout this period, the costs for auditing and inspection must be met even although
no premiums are being received. While Fairtrade certification can theoretically occur
within around 3 months, the preliminary work required to establish an effective
cooperative and to have processes in place to achieve certification means considerably
more time is required.

Most smallholders do not have the financial resources, human capital or social cohesion
to deal successfully with these issues. Consequently, the support of an outside agency is
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required for a considerable time to achieve these ends. At present, the most likely source
of support is from a committed exporter with the appropriate cultural understanding and
patience. However, the exporter and growers need to develop a considerable level of trust
for the relationship to be successful and exporters may not be keen to invest the time and
effort required to achieve certification with a grower group given the probability that the
growers may sell their parchment elsewhere. Accordingly, any rapid expansion of these
systems is unlikely and growers and exporters who move too fast will probably fail.

Another possibility is for an NGO or church group to undertake the work of organising the
cooperatives and link them to a Fairtrade/Organic registered exporter. The advantage of
this approach is that it expands the amount of coffee potentially available for certification
and could decrease some of the problems of trust that arise between smallholder growers
and exporters and processors.

Another issue Fairtrade and Organic chains must address is the need for consistent
appearance and taste. Organic and Fairtrade growers use similar processing systems to
those used by producers for the mainstream Y grade coffee. An inherent problem with Y
grade coffee is its variation in appearance and taste. Fairtrade and Organic customers are
likely to complain about inconsistent quality and markets could be lost. However, higher
prices do provide the means and the incentive to overcome these issues and existing
chains are addressing them.

Smallholder cooperative groups producing PSC coffee

Another approach to improving prices for growers is for smallholder cooperatives to
improve the quality of their parchment, which they bulk up, contract to a dry mill for
processing and then offer to exporters for sale. Their objectives are to obtain higher prices
by improving parchment quality, having larger quantities of parchment for sale and to
create competition for parchment processing. Two variations of this scheme were
investigated, one supported by the CIC and the other by the EU funded ‘Stabex’ project.

Niche Speciality

Dry factory —» Exporter [—>| —> coffee
roaster

consumer

4

’-> Cooperative

Soluble
Smallholder [ || Smallholder Dry factory Exporter Mass coffee
parchment wet process L

roaster

consumer

Roadside
trader

Figure 3: Smallholder cooperative chains

The CIC formed groups were composed of growers who received loans through the
Coffee Credit Guarantee Scheme (CCGS). The CCGS was established by the CIC in
1997 under the Smallholder Agricultural Credit Scheme to provide capital to smallholder
coffee producers who could not obtain loans from commercial banks because of
insufficient capital, security and equity. Growers who received loans were placed into
clusters at the village or clan level to facilitate repayment. However, many did not repay
their loans in full. Under Phase Two, the CIC established a growers marketing cooperative
to process parchment and sell it as green bean, with the hope of obtaining higher prices
for the CCGS growers.

The group that was funded by the EU is following a similar approach to the CCGS groups.
The EU program provided training, audited the books, looked for buyers (but it did not
make the decision) and provided subsidies in the first few years for processing the
parchment. However, this group was suspended from the EU program. The EU program
later ceased without any obvious improvements or impacts that this project could identify.
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Organisation of chains

Because the CIC takes a central role in the formation and support of the CCGS groups,
there is no formal chain. The CIC organises the processing of grower groups’ parchment
through a commercial dry mill and its sale to an exporter. Both the dry mill and exporter
can change from year to year. CIC is effectively acting as the chain leader. Growers
process their own cherry and the parchment is delivered at a specified time to a number of
designated collection points. The focus of these groups is to maximise their prices through
a three-fold strategy: to improve the quality of their harvesting, wet processing and drying
in order to produce better quality parchment; to have larger quantities of green bean
available to sell to exporters to improve their bargaining power; and to cut out the roadside
traders and market intermediaries. A similar situation existed for the EU group, although
little coffee was processed by the group.

Price and quality control

CCGS groups generally deliver parchment to the cooperative three times per yeatr, in
April, July and October. CIC arranges for the processing of the coffee by a contracted dry
mill, depending upon the costs of processing and then sells to an exporter based on the
price offered for the green bean. Initially, CCGS growers appear to have received price
premiums averaging 58 toea (USD 0.20) per kg of parchment (Kuglame [CIC], 2007, pers.
com). This equates to a 17% increase in price with a range from 9-24%. Most of the
coffee was sold as PSC, which is reflected in its price, but such coffee cannot be sold as a
plantation grade. However, in 2005, problems arose when prices increased dramatically
and market volatility increased. Because the cooperative accumulates the coffee,
processes it and then sells it, normally in 2 to 3 loads a year, the coffee was not hedged
during this time and hence growers were not protected against price fluctuations. In many
instances, growers received lower prices than they would have if they had sold their
parchment directly to dry processors.

These schemes produce coffee using village-level wet processing methods and hence
problems remain with the consistency of quality and taste. There are no existing chain
quality programs except for the focus on quality by group members and any systems
implemented by the dry factory and exporter. Some growers are hand sorting cherry prior
to pulping to remove green cherry, but not overripe cherry. Problems arise with the
variation in cherry quality, wet processing methods and moisture levels of the parchment.

Because there are no formal linkages along the chain, there is no chain driver for the
adoption of a QA system; rather this arrangement is an impediment to the adoption of
such systems. Consequently, it is difficult for these schemes to produce coffee for the
specialty market. The main driver for improving quality is the higher price growers receive
from selling larger quantities of improved quality through the cooperative. The cooperative
overcomes the problem for small growers of not being able to receive premiums for quality
in the traditional selling system, which relies on roadside traders bulking up small
quantities of highly variable coffee.

Relationships between the actors in the chain

Levels of social capital within each of the case study groups varied from below average to
above average, reflecting the internal dynamics and environment of each group. Group
cohesion is susceptible to both internal and external factors; one group experienced
problems when two leaders from the group ran against each other in local council
elections, which brought all activities of the group to a halt. Other factors such as disputes
over land or stealing cherry can cause dissension.

Another problem for these cooperatives is that the price received from the cooperative
and dry factories is very similar, which coincides with the current problem the cooperatives
are experiencing in attracting parchment and the dissatisfaction of some members with
the time taken to receive payment.
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Factors influencing on-going change and success

Both these cooperative schemes use village-level processing methods to produce coffee.
They inherently have problems with consistency of quality and taste because there are
differences between growers in the quality of the cherry harvested, fermentation methods
and times, and the moisture levels of the parchment. However, they can produce better
quality coffee than the average smallholder and are rewarded for this. However, without
the use of well run centralised wet mills, they are unlikely to be able to enter the specialty
coffee market unless they can establish a niche market that is willing to pay a higher price
for smallholder coffee. Such markets include Organic and Fairtrade markets.

A key constraint to the long-term success of these schemes is the long-term sustainability
of the cooperative groups. Most cooperatives have failed in PNG. Relatively low levels of
education among village growers and cultural issues generally lead to the failure of
cooperatives due to a combination of conflict, poor management and corruption. One
factor in favour of the CCGS scheme is that they initially established a price advantage for
their members, although this has not always occurred and has not necessarily resulted in
commitment as some growers try to obtain premiums in other ways.

These cooperative groups rely on support from the CIC and the EU, but further support
f