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CHAPTER 1
INTRODUCTION

An Overview of the Philippine Coconut Indusiny

The Philippine coconut industry has gone a long, Long way since
its hispanic begimnings. Then conceived only to provide the naw materials
for nope for galleon nigging and cooking o0il, the coconut today is one
0f the country's majon contributors to the national éc.onouy.

People relying directly and indirectly on the coconut for Live-
Lihood are close to 16 million Filipinos. 0f these, more than one million
constitute its pillan+- the coconut faxmens. From the backgard crop
decneed to be planted by the Spanish colonizens, the number of cocomut
trees occupying 3.2 million hectares of Land has progressively increased
and now reached a total count of about 411.2 million, yielding some 10.4
bitlion nuts annually. The Philippines is twly a coconut palm-clad
country, hence it is invarniably neferred to as "the coconut country.”

With these, the Philippines nanks as the number one coconut pro-
ducts supplier in the wonld. Eighty to 85 percent of its total production
48 exponted in the foanm of copra, coconut oil, dessicated coconuts,
copra meal, coconut shell charcoal and activated carbon.

The industry &8 distinguished as the {inst and only agro-indusinial
endeavor not only Lo hit but to surpass the billion-dollar mark in
foreian exchange eannings negistered in 1979, In 1980, with the wonld
mazket exerting adverse influences, it managed to plow in $828.3 million
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which {8 roughly 20 percent of the country's overall dollar earnings.

The coconut industry remains the Philippines' top dollar-earnex
gon 1981 grossing around $779.5 million in value and 1.95 million mt in
volume. Although export receipts declined by 5.9 percent from 1980°'s
$828.3 million, volume increased by 14 percent from 1980's 1.71 million
mt, By supplying mone than 70 percent of the world's total requirements,
the country-- as in the previous yeans-- maintained its position as the
wornld's premiere supplier of coconut products.

Research Objectives

Due to the characteristically volatile world market &ituation,
the coconut industrny needs to be reviewed and analyzed as a basis for
making specific recommendations on market structure, trade policies and
industry-wide technological improvements, for the purpose of improving
the competitive position of the Philippines in the expoat markel for
coconut oil, copra and other export commodities. The indusiny itself is
40 complex, one must have a perspective of the directions undertaken
for its development.

Specifically, the objectives of this paper are:

(£) Te depict the productivity pattens of Philippine copra, coco-
nut oil and other coconut by-products in nelation to wonld
production fox the period 1960 to 1981;

(ii) To descnibe and examine the trends in Local consumption, exports
and prices of major coconut-based products fox the period
1960 2o 1981;

(iil) To neview the historical development, objectives and underlying



nationale for past and present policies oniented towarnds the
production and export of major coconut products;

(iv) To perform an ecomometrnic analysis using multiple regression
on the majon fonces influencing the Philippine copra and
coconut oil exponts; and

{v] To denive some policy implications of the results obtained
from the analysis.



CHAPTER I1

COCONUT AND ITS BY-PRODUCTS: TRENDS IN PRODUCTION,
CONSUMPTION, EXPORTS AND PRICES

Productivity Trends

Coconuts

The Philippines has been the world's Leading supplien of coconuts.
In 1981, it accounts for about 30 percent of the world's total produc-
tion (figure 1),

Philippine production over the Last 24 yeans (1958-1981) exhibits
a fluctuating trend. Peak harvest is in 1976 with 2.74 million mt copra
basis, while Lowest production {8 caleulated at 1.06 million mt in 1959
(table 1). Output in 1981 is up by just a modest gain due to the impact
of stoam damage in some major coconut producing areas.

Growth aate in production is estimated at 4.6 percent amually.
This 4is in spite of the wide §luctuations which occur yearly considering
the seasonal characteristic of the crop owing mostly to adverse effects
of typhoons and/on .insufficient rainfall.

Copra

About hatf{ of the woald's production of copra comes from the Phi-
Lippines (figure 2). Other major producers are Indonesia, India, Malaysia,
and Srni-lanka,

Most of the coconuts harvested in the Philippines are converted
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Table 1. Philippine coconuts: production in copra terms, 1958 to 1981

Yean Production Growth Rate Index
(thousand mt) (percent) (1972=100)
1958 1,164.4 53.6
1959 1,064.6 (§.6) 49.0
1960 1,274.7 19.7 58,6
1961 1,198.2 (6.0) 55.1
1962 1,532.8 27.9 70.5
1963 1,751.9 14.3 80.6
1964 1,637.8 (6.5) 75.3
1965 1,586.1 (3.2) 73.0
1966 1,663.0 4,8 76.5
1987 1,507.6 (9.3) 69.4
1948 1,462.5 (3.0) 67.3
1969 1,259.9 (13.9) 58.0
1970 1,356.1 7.6 62.4
1971 1,755.7 29.5 80.8
1972 2,173.7 23,8 100.0
1973 1,871.3 (13.9) 86.1
1974 1,424.2 (23.9) 65.5
1975 2,198.7 54,4 101.2
1976 2,742.5 24.7 126.2
1977 2,439.5 (11.0) 112.2
1978 2,516.8 3.2 115.8
1979 1,902.8 (24.4) §7.5
1980 2,068.8 8.7 95.2
1981P 2,306.3 11.5 106.1

Sounce: Philippine Coconut Authority (PCA)
Trade and Markets Department

Notes: n-= revised

p = preliminary



FIGURE 2
PHILIPPINE COPRA VS. WORLD PRODUCTION

1960-1981
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into copra. In 1981 copra accounted for 92 percent of total Philippine
coconut production. This has averaged some 1.6 million mt a year, ox a
5 percent growth rate for the past 22 years. Over the last 13 yearns, a
duamatic shift grom copra exportation to domestic crushing into coconut
0il took place (figure 3).

Copua production for domestic crushing reached maximum utilization
in 1981 with total copra crushed at 2,012.9 thousand mt (ox 94,8 percent
of total copra production), which i8 far highen than any other year since
1960. Such marked increase in Local crushing could have been encouraged
by the extremely auspicious cocomut oil export performance starting 1970,
accompanied by the rationalization program via the establishment of more
oil mitls, coupled with their geographical dispensal in nearby areas of
raw material availabilities.

Coconut 0L

One of the majox problems of the cocomut industry is its Anability
20 meet world oil demands. It is perhaps one of the reasons why coconrut
0il provides only 5.8 pencent of the wontd's fats and 0ils irade (§igure
4), with the Philippines accounting for the bulk produced and traded
yearly (figure 5). Other big producer exporters inmclude Indonesia, Sni-
Lanka and Papua New Guinea.

Philippine coconut oil production has suffered Less fLuctuations
than copwa since the govenment proghrams favored the gradual shift grom
copra to coconut oil exponts. Thus, as more oil mills were established,
crushing activities tended to neadily increase despite the normal {luc-
tuations in coconut output. Fon the Last 22 years, the rate of increase
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Figure 4

[ MAJOR FOOD OILS AND FATS:
COMMODITY SHARE TO
TOTAL WORLD PRODUCTION
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Figure 5

COCONUT OIL: WORLD PRODUCTION VS PHILIPPINE PRODUCTION
(Volume in Million Metric Tons)
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in coconut oil production is 11 percent annually which is about three
Limes the nate of {increase in coconut production.

Dessicated Coconuts

The Philippines is the principal supplier of dessicated coconuts
in the wonld market (f{igure 6). Virtually, all the dessicated cocomrts
that enter the lUnited States originmate from our country.

Philippine production of food grade dessicated cocomuts. started
50 years ago. The result is a pwduct of excellent quality equal fo the
standarnd set forth by the United States and the European countries.

With six operating plants, the dessicated coconut sector has the
capacity of producing some 100 thousand mt annually. Peak production i3
in 1977 with 98.6 thousand mt (figure 7). Average yearly production i3
placed at 73.2 thousand mt or 2.8 percent growth rate.

Copra Meal

The Philippines Likewise dominates the world production of copra
meal. The 55 operating mills in 1979 have the capacity of producing
some 1.1 million mt of copra meal yearly. Average annual production is
estimated at 338.3 thousand mt on 12 percent growth rate.

Most of the copa meal produced are expoated and what remains i4
used domestically as feeds (figure 8).

Consumption Trends

The coconut industry in the Philippines-- unlike other major pro-
ducing countries Like Indonesia, India, Sni-lanka, ete.-- is export-
oniented. Expont shipments have increased in parallel magnitude with
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Figure 6
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cIGURE 7
PHILIPPINE DESSICATED COCONUTS

SUPPLY AND USE,
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FIGURE &
PHILIPPINE COPRA MEAL: SUPPLY AND USE, 1960-1981
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production growth, while consumption, though adequate .in meeting Local
nequinements, has remained minimal compared to total productions (figure
9.

Varying percentages to total accentuate the fluctuating nature of
production, Over the Last 22 yeans (1960-1981), total exports of copra
plus equivalents in copra of coconut oil and dessicated coconutl exports
(at 62 percent and 83 percent recovery factons, respectively) aggregate
32.3 million mt, while Local consumption totals only 7.3 million mt.
Twenty-two year performance indicates an average of 81.1 percent for
exports and 18.9 percent for domestic use.

Export Trends

Export Volume

Coconut oil tops the List of coconut exports. Exportation was at
its peak in 1981 when it topped the Lists not only of coconut products
but of all Philippine products exported. Peak exportation neached altmost
1.6 million mt (copra terms), the equivalent of 76.5 percent o total
coconut exponts (figure 10).

Copra ranks second in coconut exports. towever, a rather substantial
fale in copra exponts occwrred in 1970 and 1974 and continued its down-
swing since 1977.

Coconut 0il exponts exhibit a {luctuating trend (f{igure 11). Reduced
expont volumes may be due to the time-honored ploy by buyens abroad of
hedging their actual volume punchases in anticipation of Lower prices,
gambling on an increasing world supply availabilities. 1t 48 a Legitimate
trading operation , a deliberate nisk by buyers 0f aunning down current
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FIGURE 9

PHILIPPINE COCONUTS: SUPPLY AND USE, !960-1981
IN COPRA TERMS
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FIGURE 10
PHILIPPINE COCONUT PRODUCTS: EXPORT VOLUME, 1960-1881
IN COPRR TERMS
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FIGURE 11
PHILIPPINE COCONUT OIL: SUPPLY AND USE, '960-198!
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|
inventories and/on operating on a "hand-to-mouth” basis.

As 0il expont volume slackened, mifls twwned to the export of copra,
more than doubling the small volume exported in Januany-Seplember 1981. .
The §ree export of copra was Later banned o assune more adequate supplies
for the domestic mills.

Some increase in the vofume of coconut products exponts {4 expected
this year unless sitonm damage on a rapidly expanding coco-diesel program
nestnicts the exponrt.

Dessicated coconuts peak shipment was in 1977 at 98,563 mt, valued
at $90.7 million. Exponts to Western Europe substantially increased
during 1977 and 1978 due to production difficullies experienced by Sni-
Lanka.

The demand for copra meal stems f{rom the shontage of animal feeds
particularly during the winter season in temperate countries. Being an
animal {eed, it competes with the nest of oilseed meals and grains iraded
in the wonld market.

Although there have been slight fluctuations in volume shipments
fon copra meal, a steady increase in eannings was maintained for the
past 22 yeans |figure 12).

Export Earnings

The Leading doflar eawners based on percentage share o total
eannings are coconut oil, copra, dessicated coconuts and copra cake/
meal (figure 12).

16. P. Reyes, Jn., Coconut Farmers Bulletin, July-December, 1979.
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Total eatnings from Philippine coconut exports for 1978 reached
$905.2 million. The increase in earnings came despite the minimal increase
in production. These favorable earnings were attributed to a numben of
neasons:

(i) the newly forged trading relationships between China and the
United States and continued speculation as to soybean purchases
by the Soviet Union and India;

[ii) genenal inflation psychology observed to have been aggravated
by the Tranian situation.

But improvement in the value of exponts were mainly due to high
prices in the expont market,

Then in 1982, cocomut export eaxnings dropped Low due to the {all
in wonld market price fon coconut oil. Despite the decrease in export
neceipts, the coconut industry was still the couniny's top dollar earner
duning 1982. The industry nealized $206 million, followed by mineral
products ($158.3 million), sugan ($154.4 million), and forest products
($72 mitLion).

Expont Mankets

Market development plans have been drawn to increase trading acti-
vities with non-thaditional mankets. The Philippines not only maintained
ils mankets in the United States and Western Europe but also developed
and expanded shares within them. 1t also penethated new markets such as
the Middte East bloc and the Socialist countries, in search of better
price and wider mankets. Non-iraditional markets also include Indonesia,
Japan and Koxea.



