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Executive Summary

The ASEAN Economic Community (AEC) has the goal of integration in 2015.
This goal is to eradicate the obstacles in trades and services between the 10 ASEAN
member countries. The goal is based on the idea of one market, one production
base—member countries could utilize their ability and together unite force to compete
in the global market and decrease the gap in development amoung member countries,
and also develop the trade liberalization in ASEAN and other countries. Thai has the
Free Trade Agreement (FTA) with China, Australia, New Zealand, Japan, etc. The
trades are both direct trades and via AEC.

Farmers in the mountainous areas in Thailand have been doing several
plantations that arc suited for the cold weather—the products are similar to products
that are imported through free trade from China and countries in ASEAN. The
imports will be tax-free in 2015, meaning the cost of production will be decreased
while there will be more varieties of products and products that are delivered to
consumers should have a better quality. Highland farmers should also have more
opportunity to export their products if there is a capability to manufacture high quality
products at a decent cost of production. Arabica coffee is also one of the plants that
are common in highland plantations in Thailand. This study put an emphasis on
encouraging farmers to acknowledge the potential consequences and to be able to
prepare or adapt to possible impacts. The objective is also to build a capacity within
the groups of farmers in terms of production management and marketing. This is to
develop the ability in the competition in the AEC framework.

Methodology

1. Study the product, which in this case is Arabica coffee and the characteristics of the
market for Arabica coffee in ASEAN.

This part of the study could be done through secondary sources. In light of the
product model and the characteristics of the market for Arabica coffee, the relevant
issues are comprised of the market share of Arabica coffee in the area of production,
imports/exports, and major trade partners of Thailand, i.c. Indonesia, Singapore, Laos,
and Vietnam.

2. Study value chain of the Arabica coffee products from the Royal Project
Foundation and the Royal Project’s Achievements Extension Projects.

The study of the value chain of the Arabica coffee products in four target arcas
collected data from the observation of the production process by 63 local farmers, and
the observation of six major traders which is done through vertical linkage analysis.
These traders are comprised of three small local buyers including Pa Miang Royal
Project (Pang Bong and Pang Hai villages) and Mae Salong Achievements Extension
Projects (Mae Ter village), one buyer with a purchase contract directly with the
farmers called Ban Rai Prom Ma, one large-scale buyer which is Hillkoff Company
Limited, and lastly the Arabica coffee research and development project under the
Royal Project Foundation.
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3. Study the capacity of the competitors of the farmers in the target area.

Study the the ability in decreasing the cost of production. Increasing the
quality of coffee production is done through content analysis, which analyses
according to the Diamond Model by Michael E. Porter.

4. Improving the production to increase the capacity of the farmers in the market
competition. This is done under the process of participation.
The analysis of the behavioral change and understanding in the production
process by the farmers.

Results

1. Types of Arabica coffee products and the characteristics of the ASEAN
market

In terms of coffee production, the two most important species of coffee plant
are Coffee Arabica (Arabica coffee) and Coffee Canephora (Robusta coffee). World
coffee production of both species has increased continuously. South America, which
mainly grows Arabica coffee, reigns as the main coffee-producing region with the
output of more than 47% of the total global coffee production, whereas Southeast
Asia 1s the world’s important Robusta coffee producer as it accounts for 23% of
global output. Vietnam is the largest coffee producer in Asia as its government
provides support by appointing the Ministry of Agriculture and Rural Development to
assist in coffee production. The two main coffee products that are distributed in the
region include coffee beans (both roasted and unroasted) and instant coffee. Vietnam,
Indonesia, and Laos are the main coffee beans exporters, while Malaysia, Indonesia,
and Singapore are the main instant coffee exporters.

With regards to coffee production in Thailand, it is found that there is Arabica
coffee plantation in the northern region, while Robusta coffee is grown in the southern
part of the country. This is mainly due to the difference in climate and weather
conditions. However, the cost of coffee production in Thailand is higher than its
competitors in ASEAN due to a higher minimum wage. Thailand’s coffee products
can be distributed in two forms: roasted and ground coffee beans after initial
processing, and instant coffee products such as instant coffee powder and other coffee
beverages. The coffee supply chain in Thailand and its competitors in ASEAN are
comprised of similar stakeholders in different levels: farmers as the upstream
stakeholders; local middle agents, wholesalers, and exporters as the middle-stream
stakeholders; and retailers and consumers as the downstream stakeholders.
Nevertheless, in a country such as Vietnam whose principal export is coffee, the
downstream stakeholders play a pivotal role in the coffee supply chain. This is due to
the fact that multinational, public, and joint venture companies are responsible for
gathering and distributing coffee products domestically and internationally, giving
these stakeholders more market power when compared to other countries in the same
region. Such issue reflects the fact that Thai coffee growers are at a disadvantage
compared to their counterparts in Vietnam, Indonesia, and Laos, in terms of
supporting governmental policy. This can be considered a fundamental disadvantage
of Thailand, especially when compared to Vietnam.



It is also found that there is a tendency for global coffee consumption to
increase continuously at the annual growth rate of 1.33%. This trend is derived from
consumers’ increasing demands for Robusta coffee which is a result of higher
consumption of instant coffee and other coffee beverages in European countries, the
U.S., as well as the ASEAN member states.

2. The value chain of Arabica coffee produced by the Royal Project Foundation
and the Royal Project’s Achievements Extension Projects

The coffee value chain of Arabica coffee in the target areas can be evaluated
in terms of raw coffee cherry and parchment coffee productions. For coffee cherry
production, it is found that Pa Miang Royal Project (Pang Hai village) has the lowest
production cost per kg at 15.74 baht, displaying the best practice for raw coffee cherry
production due to the combined use of chemical and organic fertilizers. On the other
hand, production cost of coffee cherry from Wawee Achievements Extension Projects
(Doi Chang village) is two times higher than the former as the majority of the
expenses come primarily from the use of chemical fertilizers. Moreover, the use of
organic fertilizer in Doi Chang area is still in minimal proportion because most
farmers in the area lack knowledge and adequate training on the appropriate use of
chemical fertilizer. Nevertheless, Doi Chang village receives the highest selling price
at the rate of 18.05 baht per kg due to high demands from local coffee processing
manufacturers and other purchasing agents. Therefore, the prices in this area change
dynamically and may be higher than other areas under the supervision of the Royal
Project Foundation. High coffee production costs can also come from labor cost
which has the highest impact on the overall expenses. Area with the lowest labor
wage is Pa Miang Royal Project (Pang Hai village) as most farmers from Pang Hai
village mainly use family labor to help with the production. In terms of parchment
coffee production, Pa Miang Royal Project (Pang Hai village) is still the area with the
lowest cost of production per kilogram at 67.05 baht. This is a direct result of low
coffee cherry cost discussed previously, demonstrating the best practice for parchment
coffee among all three target areas. (see Table 1).



Table 1 Cost and Return Structure from the Value Chain of Arabica Coffee
Production in target areas

Coffee cherry

Parchment coffee

Production _— (bahtg;ﬂogram) — — (baht/kilogram)
Cost'/Return g g N € PangHai Mae Ter
Bong i Chang Bong village®  village’
village’ village’ village*  village® £ &

Variable costs

Eﬁzf;i%;ge 1909 1ss2 1793 7965 6551 I3LIS

ol coitper (97.05)  (98.63)  (97.50)  (97.45)  (97.71)  (98.05)

kilogram)

1. Material cost o
(baht/ke.) 2.34 2.43 4.82 11.84 14.04 26.56
Percentage of
material cost
1.1 Chemical

uf 81.39 51.87 93.69 75.82 49.97 81.84
fertilizer — T
1.20Orgapic 1170 44.00 0.75 21.26 4755 10.36
fertilizer

2. Labor cost i
{baht;’kg‘) 15.47 10.92 11.71 56.99 47 .41 83.94
Percentage of labor cost
2.1 Harvest 73.63 67.27 65.30 50.02 62.75 62.05

- Hired 4831  27.26 53.09 20.78 25.87 8.82
laborer

- Family 2531 40,01 12.22 29.25 36.87 53.23

laborer E—

2.2 oces i ; ; ; 13.18 6.45 3.56

cost -

Fixed cost 0.58 0.21 0.46 2.08 1.54 2.60

Average 19.66 1574 1839 81.73 67.05  133.76

production cost

Selling price 13.48 12.99 18.05 86.99 84.28 85.00

Total return

after production -6.18 -2.75 -0.34 5.26 17.23 -48.76

cost

Sources: Statistic investigation and calculation
Remarks 1 The above average production cost includes both financial and nonfinancial costs
2 Data gathered from 18 sampled coffee cherry farmers and 7 parchment coffee producers
3 Data gathered from 12 sampled coftfee cherry farmers and 19 parchment coffee producers
4 From 13 sampled farmers
5 From 5 sampled farmers



The analysis of the value chain is critical to the evaluation of the
organization’s competitiveness, cost of production, efficiency, and factors that may
potentially affect the company’s competency. This can be conducted based on the
farmers’ interviews, the discussion forum, and the interviews of coffee distributors at
different levels with the main focus on the following issues:

Cost of production The reduction of production cost should be undertaken
with the considerations of variable costs, especially material and labor expenses
which account for a high proportion of coffee production cost. However, there is a
stark contrast in details among the target areas due to the different context and
management approaches.

Pa Miang Royal Project has the advantage of shaded coffee plantation, causing
farmers to use less chemical fertilizers. This results in a higher number of farmers in
the area who receive the GAP standards when compared to the other two villages in
the Royal Project’s Achievements Extension Projects. Therefore, the approach that is
most feasible to this area is to encourage more use of organic fertilizer which will lead
to more farmers who will receive GAP standards, specifically those under the
supervision of the Royal Project Foundation so that they can readily proceed to
produce organic coffee. The only weakness of this area is the relatively high average
age of farmers, leading to higher expense on hiring harvest labors. They should
therefore opt for a group approach and the use of exchange labor. However, the
outcome will depend largely on the efficiency of the group’s implementation of this
new approach.

Areas in the Royal Project’s Achievements Extension Projects have the
biggest weakness in that sun-grown coffee plantation, a common practice in these
areas, causes coffee plants to deteriorate rapidly, hence the heavy usage of chemical
fertilizer and other chemical pesticides and herbicides. It can then be suggested that
farmers must be trained to use organic fertilizer made from local agricultural materials
and coffee production wastes such as coffee pulp and coffee husk. Organic fertilizer
should also be promoted in order to help farmers reduce expenses spent on chemical
fertilizer.

Profits Farmers who mainly produce coffee cherry often encounter an issue
with unstable profits or even losses at certain times. This problem is caused by the
fact that the price of coffee cherry is associated with the global market price and the
demands of coffee in the domestic market in a given year. Therefore, the best way to
stabilize the profits for farmers is to reduce production cost. Moreover, it is important
to differentiate the products by producing parchment coffee from raw coffee cherry.
This is because the price of parchment coffee does not fluctuate as much, and the
product can also be stored for a longer period of time. Farmers may then be able to
wait for the coffee price to increase before deciding to sell their coffee.

Coffee production efficiency One of the most prevalent problems that affect
the product quality is low quality control during the harvest. This occurs as a result of
a labor’s payment method which pays according to the weight of the crops harvested,
not the quality of the raw coffee cherry. Farmers in this area should then take the
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group approach or try a different method of coffee processing to increase the product
line.

Product quality The majority of coffee distributors agree that the four target
areas are highly suitable for coffee plantation and the coffee produced in these areas
has higher quality compared to Thailand’s neighboring countries. The problem,
however, it the farmers’ lack of quality awareness and the standards that are
acceptable within the target market (set by purchasing agents), causing farmers to
become ignorant of product quality control during the harvest period (in the case of
raw coffee cherry) and postharvest processing (in the case of parchment coffee).
Building the mutual understanding of quality between sellers and farmers 1s essential
to raising the quality of coffee products.

3. The capacity of Arabica coffee production of the farmers in the target area

3.1 Characteristics of production

Coffee plantation in the 4 areas are different due to the different context of the
areas. In Pa Mieng Royal Project (Pang Bong village and Pang Hai village), farmers
plant Arabica in the forest area along with Cha Mieng which is the original plant in
the area. Whereas in Wawee Achievements Extension Projects (Doi Chang village)
and Mae Salong Achievements Extension Projects (Mae Ter village), farmers plant
coffee in the open field and some plant other plants in the same area, e.g. Macadamia,
persimmon, and plum (cherry). The age range of coffee in the 4 areas is between 3-40
years old since there is maintenance of the plantation by adding in new coffee trees.

Moreover, the factors in production are also different, Pang Bong village and

Pang Hai village use relatively less chemical when compared to Doi Chang village
and Mae Ter village.

3.2 The characteristics of products and selling the products.

The characteristics of products of Arabica coffee in the target area vary
according to their location and the convenient in contacting the buyers. Pang Bong
villages most send their coffee products to Pa Mieng Royal Project. Pang Hai village
most sell parchment coffee to to Pa Mieng Royal Project. All farmers in Doi Chang
village sell their raw coffee beans to factories that buy local coffee beans in the area.
And all farmers in Mae Ter sell their parchment coffee to private sellers and
companies both inside and outside of the area.

3.3 The cost of production and return

Since the farmers did not note down their expenses in production. Interviews
were conducted in the 4 target areas, 63 cases had participated. The analysis of the
cost of production of products, which is mainly raw coffee beans and parchment
coffee, was conducted. The cost of production is the cost of transfering money to
other values (also include the cost of depreciation in equipments and family labor).
The cost of production on average per kilogram (both cash and other forms) of the
farmers in Pang Bong is the highest, whereas Pang Hai village has the lowest cost of
production. As for the cost of production of the parchment coffee, Mae Ter village
has the highest cost of production per kilogram, and relatively lowest in Pang Hai
village. The cost of production in terms of labor is relatively high since in some areas,



especially Doi Chang, there is a need to employ more workers during the harvest
period due to the large harvest area of over 30 Rai. Therefore, the cost of production
in terms of labor skyrocketed. All areas in the study also faced the problem of finding
labor.

In order to compare business conditions that influence coffee production
capacity in the 4 target areas, the Diamond Model is an important analytical tool that
can be used to evaluate factors that may essentially support or hinder the competitive
advantage of the product at a macro level. The factors that have been considered can
be divided into prerequisite and supporting factors as detailed below. (Michael E.
Porter, 1990; Research and Information Service, National Food Institute, Ministry of
Industry, 2012)

Prerequisite factors

Input factor conditions

All four target areas’ conditions of production are factors that influence the
quality and quantity of coffee production. It is found that these areas share the same
geographical condition of a high altitude above sea-level which is suitable for coffee
plantation. However, some areas in Pa Miang Royal Project (Pang Bong and Pang Hai
villages) and Wawee Achievements Extension Projects (Doi Chang village) are at a
relatively lower altitude of 600 — 700 meters above sea-level which affect the coffee
quality. Although all four target areas are located in a mountainous landscape, there
are differences in terms of the average amount of precipitation and the highest-lowest
average temperature, especially Wawee Achievements Extension Projects (Doi Chang
village) which have a higher total yearly precipitation and higher highest-lowest
average temperature compared to other target areas.

Another difference found in the analysis of factors of production is the use of
fertilizers — especially chemical fertilizer and chemical herbicides and pesticides —
and labors in the target areas. The use of fertilizers in the production process can be
categorized into three groups: solely organic fertilizer, solely chemical fertilizer, and
the combined use of both types. The target area with the highest use of chemical
fertilizer 1s Wawee Achievements Extension Projects (Doi Chang village), whereas
farmers in Pa Miang Royal Project use a combination of both chemical and organic
fertilizers. Not only affecting the cost of coffee production, excessive use of chemical
fertilizer also hinders the progress of the initiative to encourage organic coffee
production. Utilizing lesser chemical fertilizer compared to other target arcas, Pa
Miang Royal Project (Pang Hai village) has the highest capacity to be promoted as the
area of organic coffee production which produces green products.

With regards to labor, Mae Salong Achievements Extension Project (Mae Ter
Village) demonstrates the strength in the use of family labor and exchange labor as
can be seen in the highest numbers of workdays in comparison to other target areas as
a direct result of extended farm families. Pa Miang Royal Project uses mainly family
labor and a small proportion of exchange labor, while Wawee Achievements
Extension Projects mainly hire harvest labors which dramatically affect the
production cost.

Demand conditions

The coffee industry in Thailand has the tendency to grow continuously. The
demands for manufactured coffee beans have grown 7.03% each year during 2009-
2013 due to the growth of coffee consumption within the country, specifically raw




coffee beans as well as roasted and ground coffee that are popular among working-
age population. Moreover, there is a growing amount of small- and large- scale coffee
shops within the country, as well as budding domestic and international premium
coffeechouse franchises that continue to expand nationwide (National Food Institute,
Ministry of Industry, 2012; Office of Agricultural Economics, 2013). The ever
increasing numbers of coffee shops reflect the growing demands for Arabica coffee.

Role of strategy and rivalry context

Coffee quality of Pa Miang Royal Project (Pang Bong and Pang Hai villages)
meets the quality standards set by the Royal Project and local middle agents because
farmers pay attention to quality control during the production process. Besides, coffee
products harvested in the areas of Doi Chang and Mae Ter villages also pass the
quality standards determined by both local and non-local buyers. These buyers,
however, can have different quality assessment criteria based on the individual’s
judgment.

Farmers from Wawee Achievements Extension Projects obtain the highest
average price per kilogram of raw coffee cherry when compared with farmers in other
areas. Such achievement is due to the area’s highly competitive markets resulted from
high demands from local coffee processing manufacturers and other local purchasing
agents, coupled with the area’s reputation as a high-quality coffee producers. On the
contrary, the market selling price of products in Pa Miang Royal Project (Pang Bong
and Pang Hai villages) is relatively low as it depends primarily on the prices
determined by the Royal Project, though farmers will receive profit-sharing dividends
later on. At the same time, the selling price of coffee products in Mae Salong
Achievements Extension Project (Mae Ter Village) depends on the coffee market.

Related and supporting industries

Farmers from Pang Bong and Pang Hai villages directly benefit from the
Royal Project which acts as the main buyers, and the source of knowledge and
training center of high-quality Arabica coffee plantation and processing, as well as the
processing of other agricultural products using local natural materials. Moreover, Pa
Miang Royal Project Development Center also emphasizes improving quality of the
coffee products under the Good Agricultural Practice (GAP) standards to ensure that
the output is safe to consume. The quality of soil and water in this area also meets the
quality assessment criteria, thus making it highly suitable for high-quality coffee
plantation (Pa Miang Royal Project, 2013). By contrast, areas without the Royal
Project Development Center such as Wawee sub-district (Doi Chang village) and Mae
Salong sub-district (Mae Ter viallge) must manage their coffee products by selling
directly to both local and non-local middle agents. Nevertheless, with the support of
the Highland Research and Development Institute in Wawee sub-district comes the
establishment of the Achievements Extension Project which functions as a training
center for farmers in terms of agricultural outputs’ production and processing, as well
as the new way of coffee beans processing that makes coffee product last longer
without harming the environment. (Highland Research and Development Institute,
2013).




Supporting factors

Role of the government

In Thailand, the production of coffee remains in the hands of the private
sector. On the contrary, the government and relevant organizations play a pivotal role
in the main coffee-producing and exporting countries such as Vietnam, making its
coffee industry highly competitive compared to other countries in ASEAN. The
coffee industry in Thailand, however, focuses on the improvement of coffee beans
quality, the increase of output per ‘rai’ through the production’s structural change and
coffee species development.

Business Opportunity

Pang Bong and Pang Hai villages are located in Pa Miang Royal Project which
plays a pivotal role as a training center for the production and processing of coffee, as
well as the main distribution channel for the local farmers. At the same time, the
location of Wawee Achievements Extension Projects (Doi Chang village) provides it
with a competitive advantage in terms of marketing opportunities due to a high
number of large-scale local coffee buyers. Besides, Do1 Chang coffee has become a
well-known and recognized brand, making it easy to promote the community and its
locally-made coffee products. Likewise, Mae Ter village which is located in Mae
Salong sub-district is also one of Chiang Rai’s top tourist destinations, providing
coffee farmers a chance to promote their products.




4. Productivity improvement to enhance competitiveness through participatory
action research

The study at its first phase focuses solely on the improvement of productivity
level due to the limited timeframe. Participatory activities were arranged to derive an
effective development plan, using the following procedures.

1) Arranged meetings to foster relevant stakeholders’ understanding of the
main objectives of this project to select highland farmers who were willing to
participate in this study. Following is details of sampled farmers based on the target
areas.

Number of sampled farmers

Procedures Pang Pang Hai ~ Doi Chang Mae Ter Total
Bong Village Village Village
Village
1.Building understanding
and gathering data of 21 24 13 5 63
participants
2.Developing pilot 20 55 3 19 37
groups

2) Gathered in-depth data of participants and analyzed their productivity level
and production costs

3) Explained significant findings from the analysis of gathered data to farmers

4) Established pilot groups to collaboratively look for solutions by setting
goals and dividing responsibilities within group

5) A roadmap was created as the research team facilitated the sharing of ideas
and the understanding of sellers’ requirements among the coffee growers during the
discussion forum to determine an action plan for the pilot groups as followed.
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Following the aforementioned goal-setting stage, the research team and
farmers worked collaboratively to arrange training activities and field trips to enable
farmers to learn about production and marketing processes that resonate with the
goals set by farmers in the four target areas to increase the level of productivity. Apart
from encouraging farmers” participation, this project also highlighted the importance
of green production which emphasizes the production process that is environmentally
friendly. This is part of the production process improvement in order to develop
and/or modify the production process to optimally make use of raw materials, energy,
and natural resources to minimize the amount of wastes as end-products. Green
production will thus help to preserve the environment while contemporaneously
reduce production cost. Besides, the aforementioned learning activities are also in
accordance with farmers’ context, interests, and demands. These activities are detailed
below.

3) Group management activity was arranged for farmers to develop a better
understanding of such approach as well as to build relevant skills. This activity’s main
objective was to make sampled farmers understand the importance of working
together as a group and to realize the embedded concept such as unity, collectiveness,
selflessness, honesty, as well as one’s responsibility in a given group.

4) Production cost reduction activities were arranged to accomplish the
primary aim to reduce cost of production by promoting the understanding of coffee
production’s cost structure to determine the primary expenses. There were two
activities under this category as outlined below.

- Training of cost accounting for Arabica coffee production was
conducted to enable sampled coffee growers to understand the reasons for keeping
track of their expenses. This enabled farmers to adopt the importance of expenses
record, as well as to understand the principal cost structure which will pave the road
to production cost reduction.

- Practical training for local farmers was arranged to teach them ways to
make their own organic fertilizer so that they could reduce the heavy use of chemical
fertilizer which leads to cost reduction. Moreover, the use of local raw materials and
wastes (coffee pulp and coffee husk) from the production of parchment coffee also
reduces production wastes and preserves the local ecosystem.

3) Activities to support the production of high-quality Arabica coffee had the
main objectives to make farmers realize the importance of quality standards and
product quality assessment criteria. This is so that farmers may improve its product
quality with regards to the consideration of market demands.

In order to improve product quality, these activities also included relevant trainings on
ways to prevent and tackle with weevil attack on raw coffee cherry.

4) Field study trips to learn more about Arabica coffee production and
marketing were arranged for farmers to exchange their knowledge and to learn new
approaches that could be used to improve their productivity level.

5) Sellers-meet-buyers activity had the primary aim to enable farmers from
Doi Chang and Mae Ter villages to create an action plan to achieve their short-term
goals (at the end of Year 1 and 2) which focused on expanding their distribution
channels.



It will take both time and collaboration between group members in order to
implement relevant changes and thus achieve the short- and long-term goals
determined by each groups of farmers. Nonetheless, after this knowledge facilitation
and the preliminary marketing-network building phase in the past 10 months, many
changes have become discernible as detailed below.

e Four pilot groups were created to collaboratively set concrete goals
(which has never been done before prior to their participation in this
research project). Though farmers from all target areas consensually
highlight the importance of making high profits, they have now
realized that profit maximization can be achieved through first
reducing the production cost. Since all areas must be able to sell their
coffee products at a better price, one potential solution is to make
quality improvement the first priority. However, it is worth noting that
the focus of quality improvement agenda in each target area is
different, despite being in the same context of the Royal Project
Development Centre. Pang Bong village focuses on product quality
and to become a learning center for farmers, while Pang Hai
emphasizes the need to develop their own brand, which is the same
goal as Mae Salong Achievements Extension Project. Wawee
Achievements Extension Project, however, focuses on making profits
from high quality coffee products.

e Farmers started to develop the understanding of production cost
reduction and the improvement of coffee product quality under the
‘green’ production framework

e A form of ‘contract farming’ was attained through the agreement to
process raw coffee cherries into parchment coffee between the sample
farmers (Doi Chang village) and the buyer (Hillkoff Company
Limited).

e The project has created two models for farmers’ participatory
adaptation for both farmers in the Royal Project and the Achievements
Extension Projects (see figure 1 and 2)

Nevertheless, the results from this research project help to evaluate changes in
terms of knowledge among the sampled farmers after their participation in the
rescarch. Yet, outcomes that arc the results of any change to the production system
can only be assessed in the next harvest. Moreover, farmers in the target areas have
expressed their preferences in case this research is extended into its second phase as
can be seen below.

Pa Miang Roval Project Since both villages are under the supervision of the
Royal Project, farmers are well-informed in coffee production and processing. Yet,
most farmers lack practical implementation of the knowledge gained through training,
such as pruning and the elimination of weevil. In terms of coffee processing, both
villages show the needs for new equipments and technology that are suitable to their
immediate context (decorticator/ husking machine) to improve the efficiency of the
coffee processing procedure. This requires an appropriate form of management. Apart
from issues pertaining to coffee production and processing, farmers from Pang Hai




village also expresses the needs to develop group management to facilitate
collaborative approach to working together in the future.

Wawee and Mae Salong Achievements Extension Projects Farmers from these
two areas focus on the improvement of coffee quality. For farmers in Doi Chang
village, for example, the selling price of their coffee products is the main motivator
for farmers to harvest only high-quality coffee cherries (the red and ripe cherries),
since farmers would like to sell their products at 2 baht higher than the market’s price
per kilogram. Likewise, farmers from Mae Ter village express the demands for coffee
processing machine and the universally acceptable coffee production standards.
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5. Policy suggestions

In order to prepare for the integration of the AEC, highland farmers, who are
the upstream stakeholders in the value chain, should be the first group to adapt its
approach to production. This is because their products influence the middle- and
down-stream stakeholders respectively. Ways in which these farmers may adapt to
AEC integration are as followed.

Farmer’s adaptation

Production

(1) Farmers must understand the cost of production and be able to analyze

their own cost structure in order to determine the main source of expenses
and therefore reduce excessive cost accordingly

(2) Farmers must learn about, and make use of, production technologies that
can help reducing production cost such as the optimal use of chemical fertilizers.
They should also be encouraged to make and utilize organic fertilizer from local
agricultural materials.

(3) Farmers must employ new ways to increase the productivity level, such as
green production and organic coffee production. One highly possible approach that
can be adopted in all target areas is green production which can start from simply by
creating the understanding of such concept. At the beginning, this approach should
reduce the use of chemicals and chemical fertilizers and to produce more organic
fertilizer from coffee pulp and coffee husk to reduce production wastes. This paves
the road to the development of organic coffee production in the areas with high
potential such as Pa Miang Royal Project.

Harvest and product processing

(1) Farmers under the supervision of the Royal Project and the Achievements
Extension Project, especially those who are raw coffee bean producers, encounter the
main problem with product quality. This is a direct result of the payment method
which pays harvest labors according to the weight of the harvested coffee berries.
Farmers may adjust to this problem by harvesting coffee berries together in a group or
collaboratively determine the quality assessment criteria of coffee berries that are
accepted by the community to control the quality of raw coffee cherries during the
harvesting process.

(2) Farmers who mainly produce parchment coffee have the advantages in
that such process reduces high simultaneous labor demands during the harvest period
as well as adds values to the coffee product. These farmers may adapt by promoting
the understanding of product quality that matches with buyers’ demands through the
coordination facilitated by the Royal Project staffs, or do it collaboratively by
gathering into a group to increase negotiation power. This is so that parchment coffee
produced has the high quality that matches with buyers’ quality requirements.

(3) Production quality must be controlled so that the outputs produced match
with buyers’ demands in order to gain higher selling price. Producing high quality and
unique coffee products are the best way coffee sellers (both farmers and distributors at
all levels) can implement to tackle with the integration of the AEC.

(4) Farmers must understand the importance of working together as a group,
especially when there are the needs for more complex product processing and new
equipments and technology may be required. It is then better to invest in new tools
and equipments together as a group and manage these tools collaboratively.




Marketing
Farmers must adjust to the market demands by working together as a group to

increase more negotiation power with local and non-local coffee distributors.
Moreover, this adjustment may require the use of new processing technology, hence
the improvement of parchment coffee quality.

Organizational adaptation

Production

(1) Staffs of relevant organizations must understand the financial concept of

production cost to help farmers analyze their cost structure and must be
committed to arrange annual training for farmers.

(2) Staffs are bound to support farmers to increase their productivity
especially with regards to green and organic coffee production

Harvest and product processing

(1) Relevant organizations must highlight the importance of product quality
among farmers, which can be achieved through regular trainings. Moreover, staffs
should also work collaboratively with local farmers to come up with a set of quality
criteria so that labors harvest only high quality berries.

(2) Organizations should act as a facilitator of communication between buyers
and local and non-local coffee distributors to encourage farmers’ understanding of
product quality standards that meet with buyers’ requirements. This is especially true
in the case of parchment coffee due to a frequent mismatch in coffee quality
expectations between farmers and buyers.

Marketing

(1) Relevant organizations should act as the coordinator and/or
communication facilitator who helps to build a marketing cluster — a market that both
farmers and distributors can contribute to. This is a great alternative for farmers to
expand their distribution channels and to access different buyers.

(2) Organizations must encourage their staffs to explore new marketing
outlook which focuses on building sustainable relationship with main local and non-
local coffee distributors.

The research team proposes that there needs to be a continuation of this
current project. The main conclusions that will lead to a strategic approach to solving
the immediate problems can be drawn below.

(1) The higher demand for coffee poses a good opportunity for farmers. Yet, the
importation of coffee has a negative effect on local farmers if they do not
adapt quick enough.

(2) Large-scale manufacturing buyers are the local price-setter who set the selling-
price regardless of the product quality. As a result, farmers learn to harvest
any kinds of coffee cherries and to sell by volume instead of by quality. This is
because the harvest of only ripe coffee cherries to maintain the product quality
does not mean that farmers earn more from a better selling price set by the
buyers. This creates a vicious cycle of low quality products from local farmers
that need to be tackled immediately.

(3) The problem with weevils are predominant in all four target areas, thus a
collaborative approach to finding the solution must be encouraged as farmers
need relevant knowledge and examples to follow.



(4) It is difficult for farmers in the target areas to work together. The results of this
10-month long project suggests that farmers’ group and business management
skills must be improved, along with the needs for appropriate strategy to
encourage learning.

(5) There is a minimal possibility to reduce labor cost through the use of family
and exchange labor only. Another alternative solution must be proposed to
solve the labor cost issue.

(6) The Highland Research and Development Institute should continue to extend
this project to design a proper customized development plan for the four target
areas as it is urgently important to find a strategic approach that addressed
their different requirements as followed.

a. Pang Bong and Pang Hai villages would like to improve their coffee
quality and promote the ‘green’ production as their unique selling
point, separating completely from mass products.

b. Currently, it remains difficult for farmers from Pang Hai village to
work together in a group so there is the need to adapt the strategy to
encourage collaborative work in the future

c. Doi Chang village expresses the needs to tailor their marketing plans
and products that are catered to the needs of the local buyers

d. Mae Ter village i1s looking for a network with potential buyers to
expand the markets for their relatively high quality parchment coffee.
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