Cocoa (Theobroma' cacao) is harvested primarily for its purplish
beans, which are used to create cocoa liquor, butter and powder,
the primary ingredients in chocolate. The origins of the crop are
rooted in the Americas, where the Mayans and Aztecs consumed
the beans in the form of xocolatl, a cold chili pepper—flavoured
cocoa drink. Today, however, most of the world’s cocoa is produced
in Africa (72 per centin 2012), specifically in Cote d’lvoire and Ghana,
which alone account for 58 per cent of global production. Cocoa is
unique in that it remains a major agricultural commodity produced
almost entirely by smallholders.? Cocoa is harvested by 5 to 6 million
cocoa farmers worldwide, and between 90 and 95 per cent of the
production is from smallholders on 3 hectares of land or less (World
Cocoa Foundation (WCF), 2012) (see Table 7.1).

In 2012, 4.1 million metric tons of cocoa beans were produced in
more than 50 countries on 0.2 per cent of the world’s agricultural
land, for a total export value of USS$8.4 billion (Food and Agriculture
Organization of the United Nations (FAO), 2013). This is a small
fraction of the total value of the chocolate market, estimated at

1 From Greek: “food of the gods.”

2 According to one industry expert cocoa is one of the few crops that is
cheaper to grow in smallholder rather than plantation systems (Ryan,
20M).

more than USS$83 billion.3 Due to the concentration of large cocoa
buyers and in some cases taxation and fixed low payments to farmers
by national cocoa marketing bodies or other intermediaries, farmers
may receive as little as 40 per cent of the world market price (Ryan,
2011). In addition to poverty, however, child and forced labour,
deforestation, pesticide use and biodiversity maintenance are all
important sustainability issues facing the sector. Major sustainability
standards active in the sector include Organic, Fairtrade, UTZ
Certified and Rainforest Alliance. Together, these standards certified
an estimated 22 per cent of the world’s cocoa production in 2012
(see Figure 7.1),% of which about one-third was sold as compliant
(accounting for 10 per cent of global exports). Cote d’Ivoire, Ghana
and the Dominican Republic supply the vast majority of the world’s
cocoa compliant with a voluntary sustainability standard. Figure 7.2
breaks this down by voluntary sustainability standard.

3 As a general rule, the total value of the global chocolate market is
approximately 10 times that of the value of the cocoa market itself. For
example, the value of the chocolate market was estimated at US$75
billion (figure cited by Paul Davis, Federation of Cocoa Commerce Dinner,
May 2009 [Ryan, 2011]) in 2008 at a time when cocoa bean exports were
worth US$7.6 billion. The total value of the global chocolate market was
estimated at US$83 billion in 2010 and is forecasted to grow to US$98.3
billion by 2016 (MarketsandMarkets, 2013).

4  This figure is adjusted for multiple certification. Globally, the minimum
amount of certified production, assuming 100 per cent overlap in
every country, is about 14 per cent. To make the multiple certification
adjustment, there is an assumed 50 per cent overlap in each country,
which roughly falls in line with available data. Forty-four per cent of UTZ
Certified cocoa was double-certified as Rainforest Alliance or Fairtrade
in 2012 (UTZ, 2013c).
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FIGURE 7.1 CONVENTIONAL VERSUS STANDARD-COMPLIANT COCOA PRODUCTION, 2011/2012.
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Circle size represents total production volumes, and coloured slices
represent volumes of standard-compliant cocoa production. Cocoa
compliant with a voluntary sustainability standard represents a
significant share of supply, at 22 per cent. Cote d’Ivoire, Ghana and the
Dominican Republic are the largest producers of standard-compliant
cocoa, while Coéte D’lvoire, Ghana and Indonesia are the largest
producers of cocoa globally. In the major producing countries of West
Africa, nearly all compliant production comes from Rainforest Alliance
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and UTZ (red and purple, respectively), driven in part by private sector
commitments of major confectioners Mars, Ferrero and Hershey’s.
Sources: Fairtrade Labelling Organizations (FLO), 2012; International
Cocoa Organization (ICCO), 2013b; J. Rijkenberg, UTZ Certified, personal
communication, March 19, 2013; E. Servat & S. Fadika, Rainforest
Alliance, personal communication, March 13, 2013; IISD, H. Willer,
Research Institute of Organic Agriculture/Forschungsinstitut fir

biologischen Landbau (FiBL), personal communication, August 26, 2013.
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TABLE 7.1 STANDARD-COMPLIANT AND CONVENTIONAL KEY STATISTICS FOR COCOA PRODUCTION AND TRADE.

KEY STATISTICS

Top 5 producers (80% of global) (2012)
Top 5 exporters (73% of global) (2012)

Top 5 standard-compliant producers (89% of global)
(2011 and 2012)

Top 5 importers (63% of global) (2012)

Global production (2012)

Global exports (2012)

Trade value (2012)

Major international voluntary sustainability standards
Global area harvested (2011)

Total number of farmers involved in cocoa production (2012)

Standard-compliant production (2011 and 2012)
Standard-compliant sales (2011 and 2012)

Key sustainability issues

Sources: Top 5 producers, global production: ICCO, 2013b; Top 5 exporters,
trade value, top 5 importers, global exports: International Trade Centre,
2013c; Top 5 standard-compliant producers, 2011 data for Fairtrade and
Organic, 2012 data for Rainforest Alliance and UTZ: FLO, 2012; J. Rijkenberg,
UTZ Certified, personal communication, March 19, 2013; E. Servat & S.
Fadika, Rainforest Alliance, personal communication, March 13, 2013; 11SD,
H. Willer, FiBL, personal communication, August 26, 2013; Global area

Céte d’'lvoire (36%), Ghana (22%), Indonesia (11%), Nigeria (6%), Brazil
(5%)

Cote d’lvoire (37%), Indonesia (19%), Ghana (7%), Nigeria (5%),
Cameroon (5%)

Céte d’lvoire (50%), Ghana (17%), Dominican Republic (15%), Peru (4%),
Indonesia (4%)

Netherlands (21%), USA (14%), Malaysia (11%), Germany (11%), Belgium
(7%)

4.1 million metric tons

3.1 million metric tons (76% of production)

US$8.4 billion

Fairtrade, Organic, Rainforest Alliance, UTZ Certified
10 million hectares (0.2% of agricultural land)

5-6 million; 2 million in Céte d’Ivoire, Ghana, Cameroon and Nigeria

899,000 metric tons (22% of production)

300,000 metric tons (33% of compliant production, 7% of total production,
10% of exports)

Poverty, deforestation, biodiversity

harvested: FAO, 2012a; Total farmers involved in cocoa production: Ryan,
2011; WCF, 2012; Standard-compliant production and sales, 2011 data for
Fairtrade and Organic, 2012 data for Rainforest Alliance and UTZ: FLO, 2012;
J. Rijkenberg, UTZ Certified, personal communication, March 19, 2013; E.
Servat & S. Fadika, Rainforest Alliance, personal communication, March 13,
2013; 1ISD, H. Willer, FiBL, personal communication, August 26, 2013.

FIGURE 7.2 LEADING PRODUCERS OF STANDARD-COMPLIANT COCOA BY INITIATIVE, 2011/2012.

288,483

300,000

246,246

250,000

200,000

150,000

PRODUCTION (MT)
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50,000

DOMINICAN
REPUBLIC
DOMINICAN
REPUBLIC

COTE D’IVOIRE

COTE D’IVOIRE

Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication,
March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; IISD, H. Willer, FiBL, personal
communication, August 26, 2013.
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7.1 MARKET REVIEW

Market reach

Approximately 899,000
metric tons of cocoa
production were standard-
compliant in 2012 (see Figure

Growth
Standard-compliant
cocoa production grew
69 per cent per annum
from 2008 to 2012.

Regional importance

The most important producers

of standard-compliant
cocoa in 2012 were Cote
d‘Ivoire (accounting for 50

Pricing and premiums
Premiums for standard-
compliant cocoa ranged from

5 per cent to 18 per cent or
more in recent years, at the first

1.3), equivalent to 22 per cent
of global production. Sales of

per cent), Ghana (17 per
cent) and the Dominican
Republic (15 per cent).

point of sale. Highest premiums
were observed for Organic
compliant cocoa accounted cocoa. Lowest premiums were

for 10 per cent of exports. observed for UTZ cocoa.

Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication,
March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; IISD, H. Willer, FiBL, personal
communication, August 26, 2013.

FIGURE 7.3 GROWTH IN STANDARD-COMPLIANT COCOA PRODUCTION AND SALES, 2008—2012.
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Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication,
March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; IISD, H. Willer, FiBL, personal
communication, August 26, 2013.
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FIGURE 7.4 FAIRTRADE, ORGANIC, RAINFOREST ALLIANCE AND UTZ FIGURE 7.5 FAIRTRADE, ORGANIC, RAINFOREST ALLIANCE AND UTZ

CERTIFIED COCOA PRODUCTION, 2008—2012. CERTIFIED COCOA SALES, 2008—2012.

Rainforest Alliance volumes grew heavily from 2011 to 2012, in part due

to commitments and partnerships with major confectioners (S. Fadika, 160,000 |
Rainforest Alliance, personal communication, May 5, 2013). UTZ has 146,852
likewise been a part of several private sector commitments in recent years
and has experienced similar growth in compliant production. 140,000 ~
534,614 120,000 18641
500,000 -
100,000
c
<
1%}
400,000 u 80,000
. <
c 1%}
<
5 60,000
5 300,000-
>
a
o
o 40,000 42,740
200,000 -
20,000
17,108
13,900
0 6,700
1,0 T T T |
100000+ 91, 2008 2009 2010 2011 2012
COMPOUND ANNUAL GROWTH RATES:
53,730 12.00 M Fairtrade (2008-2011): 50%
’ %o M Organic (2008-2011): 22%
0 . % |6 . . . [l Rainforest Alliance (2008-2012): 116%
2008 2009 2010 2011 2012 UTZ (2010-2012): 163%

COMPOUND ANNUAL GROWTH RATES:

= gargg;ie(é%ggg%ﬂ;)zll/f’ Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication,

I Rainforest Alliance (2009-2012): 223% March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
UTZ (2009-2012): 363% communication, March 13, 2013; 11SD, H. Willer, FiBL, personal
communication, August 26, 2013.

Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication,
March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; IISD, H. Willer, FiBL, personal
communication, August 26, 2013.
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In 2012, 22 per cent (899,000 metric tons) of the world’s cocoa
was produced in compliance with a global sustainability standard
(adjusting for multiple certification), with one-third of compliant
production actually sold as compliant (see Figure 7.3 and Table 7.2).5
While certified “sustainable” cocoa has existed since the late 1980s
under Organic certification schemes, it remained a niche product
until the late 1990s, when reports by UNICEF and others revealed
the widespread use of forced labour in African cocoa production
(U.S. Department of State, 2011).° The attention brought to the
issue through these revelations was largely responsible for the
establishment of the WCF in 2000,” the Harkin—Engel Protocol in
2001,% and the International Cocoa Initiative (ICl) in 2002.°

While neither the ICI nor the WCF has developed its own
voluntary standard, the overall momentum behind the child labour
issue partially explains the rapid growth of the industry over the
past decade, which has also been manifested through a series of
commitments by major cocoa manufacturers to source certified
cocoa from existing sustainability standards. Notably, Hershey’s,
Ferrero and Mars, who alone account for 45 per cent of the global
confectioners market, have committed to sourcing 100 per cent
of their supply sustainably by 2020 (see Halliday, 2009; Nieburg,
2012a, 2012b).

These commitments, some of the biggest in any sustainable
agriculture market, have occurred in the context of a market with
two major socially unsustainable issues: child and forced labour.
There is ongoing debate and research regarding the extent to which
some of the child labour on cocoa farms can provide relatively
improved living conditions for certain children coming from
especially impoverished conditions, but the fundamental problem

5 The remaining 67 per cent would be sold as conventional due either
to a lack of buyers or to logistical reasons. Note that the only other
commodity market with a higher percentage of total production
compliant with one or another global sustainability standard is the
coffee sector, with an estimated 40 per cent of global production
compliant with a voluntary sustainability standard.

6 Thereportasserted, “15,000 Malian children work on Ivoirian cocoa and
coffee plantations. Many are under 12 years-of-age, sold into indentured
servitude for $140 (100,000 FCFA), and work 12-hour days for $135 to
$189 (95,000 to 125,000 FCFA) per year” (Sec 6.f).

7 WCF was established to promote broad-based sustainability in the
cocoa supply chain through the use of public-private partnerships (see
WCF, 2013b).

8 The Country Reports on Human Rights Practices for 2000, Cote d’Ivoire
(U.S. Department of State, 2001) provoked a convening of industry with
government representatives and the eventual signing of the Protocol
for the Growing and Processing of Cocoa Beans and their Derivative
Products in a Manner that Complies with ILO Convention 182 concerning
the Prohibition and Immediate Action for the Elimination of the Worst
Forms of Child Labour” (which came to be known as the Harkin—Engel
Protocol). The Harkin—Engel Protocol included, among other things,
binding commitments by industry to form an independent organization
to address child and forced labour issues within the industry, as well
as the implementation of global standards to prevent such practices in
their supply chains.

9 With the explicit mandate to facilitate cooperation toward the
elimination of the worst forms of child labour (ICl, 2010).

facing sustainability within the sector, and a cause of much of this

child or slave labour, is extreme poverty. In many cases, cocoa

producing regions are already poor rural areas of the global South,
but poverty can be exacerbated by several forces acting against
producers, including:

e A small number of very large downstream processers (Cargill,
ADM and Barry Callebaut account for 41 per cent of global
processing [Ryan, 2011]) and confectioners (Mars, Molendéz
International, Nestlé, Hershey’s and Ferrero accounted for 89
per cent of the confectioner’s market in 2012 [ICCO, 2013a]; see
Figure 7.6) limiting the number of distinct market opportunities
for producers.

e Low levels of value-added processing occurring within producer
organizations and/or countries.

e Domestic marketing boards at times extracting a significant
portion of the international price to pursue their own activities
(which may or may not positively impact producers).™

While sustainability standards can help ensure that there is no child

labour occurring on certified farms through monitoring, auditing

and certification programs, they can also play a number of other
important roles in the promotion of sustainability within the cocoa
sector:

e One factor that severely limits producer bargaining power
throughout the cocoa supply chain relates to the systemic
absence of producer organization (Ryan, 2011). Sustainability
standards promote producer consolidation and in themselves
may offer a form of producer representation in the marketplace.
In some cases, compliance with voluntary sustainability
standards can help enable access to technical assistance linked
to sustainability programs.

e Sustainability standards may help optimize fertilizer and
pesticide use, which can be beneficial to producers who are
not yet optimizing their yields. Disease and pest management
are major factors influencing the cocoa sector (ICCO, 2013c),
and can have massive impacts on yields. Yields in West Africa,
for example, can be as low as one-tenth of what experts say
producers should be able to achieve (e.g., 0.13 metric tons per
hectare versus 1.3 metric tons per hectare) (Ryan, 2011).

e Certain buyers may pay premiums, and compliance with a
voluntary sustainability initiative may help producers expand to
new markets through increased differentiation.

Cocoa certification can be traced back to the Fairtrade and
Organic certification systems. The first Organic chocolate was
marketed in 1989 (Pay, 2009), around which time fairly traded
cocoa began arriving on the market through third world shops in
the European Union. The first chocolate bar was certified Fairtrade

10 Cote d’lvoire has now semi-liberalized its market, although producers
face many of the same issues as before. One article from the Financial
Times cited 40 per cent of the international price of Ivorian cocoa goes
to bureaucrats (Blas, 2010). Ryan (2011) reports that in 2011 in Ghana,
farmers received 50 per cent of the world market price.
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in 1994, while 1998 saw the first Rainforest Alliance certified cocoa.
Each of the standards sought to address specific issues related to
sustainability in the sector™ and, as such, generally served niche
markets until the establishment of the WCF, Harkin—Engel Protocol
and the ICl in the early 2000s. UTZ Certified cocoa, on the other
hand, fueled by growing interest from mainstream industry, first
became available in 2009 (J. Rijkenberg, UTZ Certified, personal
communication, March 19, 2013). Prior to 2009, the majority of
standard-compliant cocoa was produced in Latin America (primarily
the Dominican Republic, Peru and Mexico) (Potts et al., 2010).

Since 2009, the supply of standard-compliant cocoa has not only
grown significantly, but has also transitioned from Latin America
to West Africa (primarily Cote D’Ivoire and Ghana). In 2009, Latin
American countries accounted for 48 per cent of total compliant
production. By 2012, Latin America accounted for less than 25
per cent of standard-compliant production. Over the same period
West Africa’s cocoa production grew from 3 to 72 per cent of total
compliant cocoa supply.”?

Production volumes certified under UTZ and Rainforest Alliance
have shown the most growth since the 2009 season, with volumes
growing at average annual rates of 363 per cent and 223 per cent,
respectively (see Figure 7.4). These standards also currently certify
a significant proportion of their beans from Céte d’lvoire and Ghana
(70 per cent for UTZ certified and 77 per cent for Rainforest Alliance
in 2012). Seventy-one per cent of Fairtrade certified production
also came from these two countries in 2012. Organic is the only
certification that continues to source the majority of its production
from Latin America, with 70 per cent of Organic production coming
from the Dominican Republic, and Peru (9 per cent), Ecuador (8 per
cent) and Mexico (3 per cent) rounding out 90 per cent in 2011.

Between 2011 and 2012 sales of compliant cocoa grew from
373,000 metric tons to 843,000 metric tons, or by 126 per cent over
the year, a reflection of the beginning of implementation of several
sustainable sourcing partnerships. Sales of compliant production
were similar across voluntary sustainability standards in the 2011
and 2012 seasons, at between 47,000 metric tons (Fairtrade) and
146,000 metric tons (Rainforest Alliance) (see Figure 7.5). This
is in contrast with production, which varied more widely during

11 Roughly speaking, this could be captured by the following descriptions:
Organic: soil and farm health, biodiversity, closed nutrient cycles,
preventive measures against pest and diseases, no chemical inputs
like fertilizers and pesticides; Fairtrade: poverty reduction; Rainforest
Alliance: environmental protection. Today, each of these initiatives has
developed a considerably wider scope. See Section 2.1 and Section3.5.

12 Notwithstanding the change in relative distribution of production, the
total volume of standard-compliant cocoa produced in Latin America
has continued to grow, from about 50,000 metric tons in 2009 to
192,000 metric tons in 2012 (adjusting for multiple certification). It
should be noted that due to the disease propensity of African full-sun
varietals, it can be difficult to cultivate African cocoa under Organic
certification, which is why almost all Organic production continues to
be sourced from Latin America (Ryan, 2011). Moreover, Latin America’s
comparative advantage in the production of fine and aromatic cocoa
(especially criollo-related varietals) has traditionally given it preferred
access to specialty niche cocoa markets. It is estimated, for example,
that Ecuador supplies over 50 per cent of the fine and aromatic cocoa
market (Ramirez, 2011).
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the same time period, ranging from an estimated 103,000 metric
tons (Organic) to 535,000 metric tons (UTZ). Notwithstanding the
rapid growth in both production and sales, the percentage of total
compliant production being sold as compliant (i.e., market demand
as a percentage of production) has actually declined since 2010,
moving from 49 to 33 per cent of total production in 2012, perhaps
not surprisingly as industry ramps up production in expectation of
further demand in coming years.

Moving forward, the sector will likely grow and continue to be
heavily influenced by private sector sourcing commitments and
corresponding partnerships with voluntary sustainability standards.
Mars, Ferrero and Hershey’s have each committed to sourcing 100
per cent sustainable cocoa by 2020, and represent approximately
38 per cent of the global confectioner’s market (in terms of dollar
sales). Other key companies within the supply chain, including
Nestlé and Cargill, have also launched sustainable sourcing
initiatives, albeit without making public commitments on volumes.
UTZ forecasts that it will sell 375,000 metric tons of certified cocoa
in 2015, which alone would nearly double the size of the market
in 2012 (300,000 metric tons sold as compliant under all voluntary
sustainability standards in 2012, of which 119,000 metric tons were
compliant under UTZ). Organic area under conversion (a three-
year process) is also large, at 220,000 hectares; this puts projected
three-year growth in Organic production at around 110,000 metric
tons, or 3 per cent of global production.®

Although production is currently outpacing demand, it is
expected that sales will begin to close the gap on sustainable
production as low-hanging opportunities for certification become
increasingly scarce. In particular, it remains unclear how sustainable
sourcing might affect more intensive full-sun harvesting practices
applied for much of the bulk forastero cocoa, which constitutes the
predominant input into many mainstream confectioners and may
require more significant investments for transition to sustainable
production (Bryce, 2012; Ruf, 2011).

13 Organic production per area harvested was in the range of 0.4 metric
tons to 0.6 metric tons per hectare from 2008 to 2011.



FIGURE 7.6 TOP GLOBAL CONFECTIONERY COMPANIES THAT MANUFACTURE SOME FORM OF

CHOCOLATE, BY NET CONFECTIONERY SALES VALUE, 2012.

Although high concentration in the chocolate sector has historically been associated with reduced bargaining
power among producers (Ryan, 2011), it also points toward the opportunity for substantial adoption of
sustainable practices through a limited number of sourcing commitments.
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1.3 MARKET PERFORMANCE

TABLE 7.2 IMPORTANCE OF VOLUNTARY AINABILITY STANDARD (VSS) COCOA PRODUCTION AND SALES RELATIVE TO THE GLOBAL MARKET.

VSS production VSS sales
VSS market share S sales mal market share
production of global are of glob of global
(mt) production (%) ucti exports (%)
S
Fairtrade 47,000 2% =
()
Organic 77,539 2% 3% E
(7]
Rainforest Alliance 146,852 4% 5% r—
UTZ Certified 118,641 3% 4% =
Global VSS production / sales
(mt)(%) *adjusted for multiple
certification 300,000 7% 10%

SIIN343434
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Dominican Republic

Fairtrade International

In 201, Fairtrade production accounted for 2.8 per cent of global
production, with 124,000 metric tons certified, up 36 per cent from
91,000 metric tons in 2008 (see Figure 7.8 and Table 7.4). Fairtrade
reports that despite armed conflict in Céte d’lvoire in 2011, the
amount of producers certified there continues to increase and that
Cote d’Ivoire recently surpassed Ghana as the largest producer of
Fairtrade cocoa (FLO, 2012). The majority of Fairtrade production
is concentrated in Cote d’lvoire, Ghana, the Dominican Republic,
Ecuador and Peru, with only a marginal amount (2 per cent) being
produced elsewhere (see Figure 7.7).

As it does with other commodities, Fairtrade also offers double-
certified Fairtrade/Organic supply. The top three producers of
double-certified Fairtrade/Organic cocoa are all in Latin America,
with the Dominican Republic, Peru and Ecuador accounting for
about 25,000 metric tons of double-certified production. This is in
accordance with Latin America’s historical dominance of Organic
production as well as the region’s tendency to produce for specialty
markets.

Both production and sales of Fairtrade cocoa have been growing
at arelatively steady rate over the last three years, at 11 per cent and
50 per cent per annum from 2008 to 20M, respectively (see Table

FIGURE 7.7 FAIRTRADE COCOA PRODUCTION BY COUNTRY, 2011.

Other 3%
Ecuador 4%

Peru 10%
Cote d’Ivoire 39%

12%

Ghana 32%

Sources : FLO, 2011b, 2012.
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7.3 for breakdown by country). Although Fairtrade cocoa sales have
traditionally been far below actual production levels (averaging
15 per cent of total production in 2008), this gap has closed
considerably over the past several years. Sales of Fairtrade certified
cocoa were at 47,000 metric tons in 2011, up from 37,000 metric
tons in 2010 (27 per cent over the year) and corresponded to about
38 per cent of certified production, which puts Fairtrade sales, as
a percentage of production, slightly above the sector average of
33 per cent. Volumes of Fairtrade certified sales are expected to
continue their rapid growth pattern, particularly in light of public
commitments by Cadbury and Hershey’s to source Fairtrade cocoa
in the coming years, which will likely lead to reductions in the gap
between supply and demand in the coming decade.

FIGURE 7.8 FAIRTRADE COCOA PRODUCTION AND SALES, 2008—2011.

Production 124,000

M sales

106,000
98,500
91,000

PRODUCTION AND SALES (MT)

2008 2009 2010 2011

Sources : FLO, 2011b, 2012.



TABLE 7.3 FAIRTRADE COCOA PRODUCTION AND SALES BY COUNTRY, 2011.

AINON0J3 N3349 3HL

Production
(mt)

Céte d’lvoire 48,200 12,500

Dominican RepubliC 15,400 11,300

Ecuador 5,300 No Data

Ghana 40,000 21,800

Peru 12,500 No Data

Other 2,600 1,400

Tota 124,000 S ww

Source: FLO, 2012.

TABLE 7.4 FAIRTRADE COCOA AREA HARVESTED, PRODUCTION AND SALES, 2008—2012.
Production (mt)

2008 115,000 91,000 13,900
2009 144,350 98,500* 25,400*
2010 173,700 106,000 36,900
2011 215,000 124,000 47,000

*Data for 2009 were interpolated from 2008 and 2010 data.
Sources: FLO, 2011b, 2012.
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Bolivia 2% —\
Mexico 3%

Ecuador 8%

International Federation of Organic Agriculture Movements
(IFOAM, or “Organic”)
Organic cocoa production accounted for about 2.5 per cent of the
world’s cocoa production in 2011, with 104,000 metric tons certified.
Production is heavily concentrated in the Dominican Republic,
Ecuador, Peru and Mexico™ (see Figure 7.9 and Table 7.5). About 75
per cent of all production, or 77,000 metric tons of cocoa, was sold
as certified during the same year, which is well above the average of
33 per cent across all standards involved in the cocoa sector.
Organic cocoa production volumes have almost doubled since
2008 (see Figure 7.10 and Table 7.6), with 60 per cent of the growth
coming from the Dominican Republic. Demand for Organic cocoa
continues to grow, particularly within markets for fine aroma cocoa.

14 There are several explanations for the strong presence of Organic cocoa
production in Latin America, including the traditional use of agroforestry
production systems in the region, the production of cocoa for specialty
markets and the existence of more direct supply chains in the region.

FIGURE 7.9 ORGANIC COCOA PRODUCTION BY COUNTRY, 2011.

Brazil 2%

Ghana 2% —\ \

Other 4%
|

f

i

/

Dominican Republic 70%

Source: IISD, H. Willer, FiBL, personal communication, August 26, 2013.
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In light of the strict restrictions on inputs imposed by Organic
certification, not all producers can be expected to benefit from the
adoption of Organic practices equally—even in a context where
markets are willing to pay a premium and are continuing to grow.
The conversion to Organic, in addition to requiring the payment
of certification-related fees, also requires an extended period of
production with Organic restrictions but without access to Organic
markets.™ Similarly, full-sun varietals grown in Africa may be less
amenable to Organic production practices due to their susceptibility
to pests. These constraints may eventually place an upper boundary
on the supply of Organic cocoa, but not in the foreseeable future.

15 Organic conversion typically takes three years, which is longer than the
typical conversion period under other labels.

FIGURE 7.10 ORGANIC COCOA PRODUCTION AND SALES, 2008—2011.
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Source: 1ISD, H. Willer, FiBL, personal communication, August 26, 2013.



TABLE 7.5 ORGANIC COCOA AREA HARVESTED, PRODUCTION BY COUNTRY, 2011.

AINON0J3 N3349 3HL

Belize

Bolivia (Plurinational State of) 4,900 2,300 983

Brazil 7,100 1,800 _

Colombia 150 40 P
Costa Rica 250 150 _ E
Cote d’lvoire 50 30 30 E
Dominican Republic 94,000 72,000 _ g
Ecuador 20,000 7,800 5,400 2
El Salvador 100 70 _ %
Ghana 6,700 2,000 1,400 =
Grenada 60 20 _ =
Haiti 70 20 20

Honduras 700 24 _ P )
Indonesia 1,200 400 300 ?,
Madagascar 1,900 1,100 _ E
Mexico 13,000 3,200 2,200 z
Nicaragua 1,400 300 _ 2
Nigeria 4,300 900 700 E
Panama No data No data _ E
Peru 12,000 9,500 9,500 =
Sao Tome and Principe 3,800 300 _ -
Togo 1,000 500 200

Uganda No data No data _

United Republic of Tanzania 3,500 1,000 700

Total o s 03w

Source: IISD, H. Willer, FiBL, personal communication, August 26, 2013.

TABLE 7.6 ORGANIC COCOA AREA HARVESTED, PRODUCTION AND SALES, 2008—2011.

(=)
S
—
(=)
=
2009 197,130 96,940 70,040 g
2010 202,887 101,526 _
2011 176,880 103,554 77,539

Source: 1ISD, H. Willer, FiBL, personal communication, August 26, 2013.
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United Republic of Tanzania 3% —\

Dominican Republic 9%

Rainforest Alliance

Rainforest Alliance cocoa production accounted for about 9 per
cent of global cocoa production, with 406,000 metric tons certified
in 2012. Production was concentrated in Cote D’lvoire (accounting
for over 50 per cent of production), Tanzania, the Dominican
Republic and Indonesia (see Figure 711 and Table 7.7). Rainforest
Alliance’s recent growth has been driven by commitments from
major manufacturers that source much of their product from Africa,
resulting in large increases in production certified in Africa since
2009. Hershey'’s, for instance, currently sources all cocoa for its Bliss
and Dagoba chocolate products from Rainforest Alliance (Ramirez,
20M).

Production of Rainforest Alliance cocoa skyrocketed to 406,000
metric tons in 2012 from 12,000 metric tons in 2009, which
corresponds to an average annual growth rate of 223 per cent (see
Figure 712 and Table 7.8). Much of this increase in production came

FIGURE 7.11 RAINFOREST ALLIANCE COCOA BY COUNTRY, 2012.

Ecuador 1%

\ ’—Other 2%

Nigeria 2%

Indonesia 6%

Ghana 16%

Céte d’lvoire 61%

Source: E. Servat & S. Fadika, Rainforest Alliance, personal communication,
March 13, 2013.
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from growth in Cote D’lvoire, where Rainforest Alliance production
increased by over 200,000 metric tons from 2010 to 2012. Rainforest
Alliance reported selling 36 per cent of its production as certified in
2012, down from 73 per cent the year prior, and due in large part to
anticipated demand from major confectioners leading up to 2020.
This is still slightly above the sector average of 33 per cent.

FIGURE 7.12 RAINFOREST ALLIANCE COCOA PRODUCTION AND SALES,
2008—2012.
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Source: E. Servat & S. Fadika, Rainforest Alliance, personal communication,
March 13, 2013.



TABLE 7.7 AREA HARVESTED AND PRODUCTION OF RAINFOREST ALLIANCE COCOA BY COUNTRY, 2012.

AINON0J3 N3349 3HL

Cote d’lvoire 409,052
United Republic of Tanzania 10,992
Dominican Republic 46,441
Indonesia 26,814
Nigeria 18,100
Peru 3,089
Ghana 11,654
Ecuador 5,393
Brazil 1,074
Colombia 277
Costa Rica 110
Papua New Guinea 2,372
Philippines 419
Togo 1,750

246,246
11,898
37,881
25,349

7,892
2,799
66,563
3,223
878
194
143
1,295
300
945

Tota S s 405,608

Source: E. Servat & S. Fadika, Rainforest Alliance, personal communication, March 13, 2013.

TABLE 7.8 AREA HARVESTED, PRODUCTION AND SALES OF RAINFOREST ALLIANCE COCOA, 2009—2012.

2009 36,703 12,000
2010 116,972 55,817
2011 154,075 98,416
2012 537,537 405,608

Source: E. Servat & S. Fadika, Rainforest Alliance, personal communication,
March 13, 2013.

41,048

146,852
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Dominican Republic 8%

UTZ Certified

UTZ certified cocoa production accounted for about 13 per cent of
global production in 2012, at 535,000 metric tons. Like Rainforest
Alliance, UTZ certified cocoa production was highly concentrated in
mainstream producing countries including Céte D’lvoire and Ghana,
which accounted for 70 per cent of UTZ’s certified cocoa production
in 2012 (see Figure 7.13 and Table 7.9).

UTZ certified cocoa production grew from 5,000 metric tons
certified in 2009 to over 500,000 metric tons certified in 2012,
representing an almost 100-fold increase, or average annual growth
rate of 362 per cent over the four-year period (see Figure 7.14 and
Table 7.10). Sales of UTZ certified cocoa, although also experiencing
rapid growth, have grown, in terms of absolute volumes, by an
amount similar to other standards (120,000 metric tons in 2011 and

FIGURE 7.13 UTZ CERTIFIED COCOA PRODUCTION BY COUNTRY, 2012.

Uganda 2% Other 3%

i

Nigeria 2%

Indonesia 4% N

Peru 4%

Sierra Leone 6%

Ghana 16% Cote d’lvoire 54%

Source: J. Rijkenberg, UTZ Certified, personal communication, March 19,
2013.
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2012) and accounted for 22 per cent of available production, which
is well below the 32 per cent ratio of sales to production for the
sector.

UTZ projects that in 2015 it will sell 375,000 metric tons
of cocoa. This is also equivalent to about 9 per cent of the total
cocoa produced in 2012."® Aside from expecting further growth in
Cote d’lvoire and Ghana, the initiative projects that there will also
be growth in Indonesia, Nigeria, Ecuador and Peru (J. Rijkenberg,
personal communication, December 23, 2013).

16 The 375,000 metric ton estimate is the average of UTZ’s proposed range
of 343,000 metric tons to 403,000 metric tons.

FIGURE 7.14 UTZ CERTIFIED COCOA PRODUCTION AND SALES,
2009—2012.

Production
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Source: J. Rijkenberg, UTZ Certified, personal communication, March 19,
2013.



TABLE 7.9 AREA HARVESTED, PRODUCTION AND SALES OF UTZ CERTIFIED COCOA BY COUNTRY, 2012.
Céte d’lvoire 442,666 288,483 E

AWON0J3 N3349 JHL

Ghana 127,108 85,936 15,995

Dominican Republic 58,578 44,263

Uganda 9,439 9,750 1,687 oa
Peru 24,050 23,829 =
Sierra Leone 157,114 31,073 2,421 %
Nigeria 35,488 18,039 _ E
Indonesia 19,256 19,204 9,108 g
Democratic Republic of the Congo 12,830 2,258 _ g
Vietnam 1,911 1,626 1,031 =
Ecuador 5,024 4,841 _ ﬁ
United Republic of Tanzania No data 2,402 1,323

Cameroon 4,735 2,799 _

Mexico 600 112 No data

Total S e s

Source: J. Rijkenberg, UTZ Certified, personal communication, March 19, 2013.

TABLE 7.10 AREA HARVESTED, PRODUCTION AND SALES OF UTZ CERTIFIED COCOA, 2009—2012.
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2009 11,261 5,396

2010 122,431 70,229 17,109
2011 238,600 212,690

2012 898,800 534,614 118,641

Source: J. Rijkenberg, UTZ Certified, personal communication, March 19, 2013.
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From 2008 to 2012, there was a clear trend of shifting the
concentration of sustainable cocoa production from Latin America
to Africa. While over 75 per cent of Rainforest Alliance’s cocoa
production came from the Dominican Republic, Peru and Brazil in
2009, by 2012 Latin American countries accounted for a mere 11 per
cent of Rainforest Alliance production.” The recent expansion of
African-based production has also been reinforced by the massive
growth of UTZ certified production, which is almost entirely based
in Africa. Organic, on the other hand, represents the exception to
this trend, with the majority of its production still based in Latin
America due to its comparative advantage in fine aromatic cocoa.
Commitments from the private sector seeking to certify mainstream
supply are one of the key drivers fueling the expansion of certified
production on the African continent.

Table 711 shows the intensity of sustainable production,
or percentage of total national production that is produced in
compliance with one or more major international standard. In
Cote d’lvoire and Ghana, the two largest cocoa producers globally,
29 per cent and 16 per cent of production was compliant in 2012,
respectively. Notably, 8 per cent of Ecuador’s production was
compliant in 2012, owing in large part to the country’s dominance in
the production of beans for the fine aromatic cocoa market.™

The Dominican Republic is notable as having the highest
sustainability intensity, with effectively 100 per cent of its production
standard compliant, due to its production being almost entirely
certified Organic. Sierra Leone and Uganda also have strikingly high
portions of their total production certified, 100 per cent and 61
per cent of total production being UTZ certified in those countries,
respectively. Peru, another major producer, had 17 per cent of its
production compliant and certified with Organic standards in 2012.

17 It should be noted that Rainforest Alliance cocoa production was quite
small in 2009, so this move into Africa and Asia has been more of an
expansion than a shift.

18 Ecuador accounted for over 50 per cent of the fine aromatic cocoa
market in 2011 (Finance Alliance for Sustainable Trade, 2012).
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Globally, the cocoa market is highly concentrated, with 69 per
cent of total production coming from three countries: Cote d’lvoire
(36 per cent), Ghana (22 per cent) and Indonesia (11 per cent) (see
Figure 7.15). The standard-compliant cocoa market represents a still
higher rate of concentration, with 81 per cent of global compliant
production coming from three countries: Céte d’lvoire (50 per
cent), Ghana (17 per cent) and the Dominican Republic (15 per cent)
(see Figure 7.6, Figure 717 and Figure 7.18). Both Cote d’lvoire’s
dominance in the supply for sustainable cocoa and the Dominican
Republic’s near-total transition to compliant cocoa production
signal the differentiated opportunities facing producing countries
through the growth of sustainable markets and the potential for
such markets to enable a shift in global supply.

While we cannot, at this time, predict the longer-term
impacts of standard-compliant markets on trade flows or access
to international markets, it is clear that the new parameters for
trade being established by sustainable markets are opening new
opportunities for some producing countries. Given the early stage of
development of the sector, it may be that the current concentration
of compliant supply is merely a reflection of a phased-in approach
and the search for low-hanging fruit. It remains to be seen whether
any of the current trends produce first-mover advantages that stick

over the longer term.




FIGURE 7.15 GLOBAL COCOA PRODUCTION BY COUNTRY, 2012.

Peru 1% Other 7%

Dominican Republic 2%
Ecuador 5%

- Cote d’'lvoire 36%

Cameroon 5% K

Brazil 5%

Nigeria 6%

Indonesia 11%

Ghana 22%
Source: ICCO, 2013b.

FIGURE 7.16 STANDARD-COMPLIANT COCOA PRODUCTION BY COUNTRY,

2011 (FAIRTRADE, ORGANIC), 2012 (RAINFOREST ALLIANCE, UTZ CERTIFIED).

Ecuador 2% Other 3%
Nigeria 2% \ \
Sierra Leone 3%

Indonesia 4%

Peru 4%

Dominican Republic
15%

Ghana 17%

Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication,
March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; IISD, H. Willer, FiBL, personal
communication, August 26, 2013.

FIGURE 7.17 TOP PRODUCING CO COMPLIANT COCOA BY VOLUNTARY SUSTAINABILITY STANDARD, 2011/2012.
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Ghana
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Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication,
March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; IISD, H. Willer, FiBL, personal
communication, August 26, 2013.
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FIGURE 7.18 TOP PRODUCING CONTINENTS OF STANDARD-COMPLIANT COCOA BY VOLUNTARY SUSTAINABILITY STANDARD, 2011/2012.
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Sources: FLO, 2012; J. Rijkenberg, UTZ Certified, personal communication, March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; 1ISD, H. Willer, FiBL, personal communication, August 26, 2013.

TABLE 7.11 STANDARD-COMPLIANT PRODUCTION AS A PERCENTAGE OF TOTAL NATIONAL PRODUCTION FOR THE 20 LARGEST COCOA PRODUCERS,

2011/2012.

Dashes represent negligible or no standard-compliant production relative to national production. They may also reflect an absence of data.

Fairtrade
(2011)
(%)

Organic (2011)
(%)

Cote d’'lvoire

Ghana

Indonesia

Nigeria

Brazil

Cameroon

Ecuador

Dominican Republic
Peru

Colombia

Papua New Guinea
Togo

Mexico

Venezuela (Bolivarian Republic of)
Uganda

India

Sierra Leone

Guinea

Liberia
United Republic of Tanzania _ 100.0%

*All figures in the aggregate column are downward adjusted for multiple certification, using the median between the minimum and maximum values (100
per cent and 0 per cent multiple certification levels, respectively).

Sources: FLO, 2012; ICCO, 2013b; J. Rijkenberg, UTZ Certified, personal communication, March 19, 2013; E. Servat & S. Fadika, Rainforest Alliance, personal
communication, March 13, 2013; 1ISD, H. Willer, FiBL, personal communication, August 26, 2013.

26.7% 10.0%
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1.5 PRICING AND PREMIUMS

Over the past several years, premiums for standard-compliant
cocoa have been reported as ranging from around 5 per cent for
UTZ certified cocoa to 18 per cent or more for Organic cocoa. In the
two largest cocoa producing countries, Cote d’lvoire and Ghana,
premiums for all standards with the exception of Organic have been
remarkably similar (between 6 per cent and 9 per cent) (KPMG,
2012), suggesting the existence of a “sustainability premium”
perhaps without significant differentiation between the standards.

The Fairtrade standard requires payment of both a fixed price
of USS$2,000 per metric ton and a premium of US$200 per metric
ton. In light of the tightening of supply over the past decade,
international prices have exceeded the Fairtrade minimum since
mid-2007," although the Fairtrade premium is considerable, at 7
per cent over international prices in 2012.2°

19 Nominal and real prices for cocoa have been on the rise recently,
largely due to concerns over future supplies as producers abandon their
farms, yields drop due to disease or pests, and trees and producers
age. Production dropped by 5 per cent year over year from 2011 to
2012 and is expected to drop another 2 per cent from 2012 to 2013,
and the reinvestment in production systems with money attained from
price premiums or through other means will be vital in assuring a cocoa
supply that can meet demand moving forward (ICCO, 2013a).

20 Using an average 2012 price of US$3,000 per metric ton. In 2011,
Fairtrade premiums reached US$10.6 million, and the organization
reports that this money is being increasingly reinvested in production
activities such as investing in or replacing old trees. In light of the
uncertainty of supply, the positive association between Fairtrade
certification and farm reinvestment could be regarded as a critical
element in securing sustainable supply (see FLO, 2012).

UTZ itself reported a weighted average premium for cocoa
production in 2012 of US$143 per metric ton, with premiums
ranging from between US$91 (Nigeria, 4 per cent of market prices?)
and US$271 (Indonesia, 11 per cent of market prices) per metric ton.
Reported premiums in Céte D’Ivoire averaged US$140 per metric
ton (6 per cent of market prices) and premiums in Ghana averaged
USS$200 per metric ton during the same year (8 per cent of market
prices) (UTZ, 2013c).

Another study published in October 2012 reported premiums
for UTZ, Rainforest Alliance and Fairtrade cocoa. The results of the
study on premiums for compliant cocoa can be found in Table 7.12.
The study was conducted independently of UTZ’s own survey of
premiums (J. Rijkenberg, UTZ, personal communication, December
12, 2013).

21 All percentage premiums are calculated based on international prices
(cost, insurance and freight at U.S. and European ports, U.S. dollars
per metric ton [IndexMundi, 2013c]). However, because the average
weighted premiums as reported by UTZ (2013c) are agreed upon
between the first buyer and certificate holder (e.g., from a cooperative
to an exporter, both domestic companies), this premium is not always
the same as the premiums charged to international buyers.

TABLE 7.12 REPORTED PREMIUMS FOR STANDARD-COMPLIANT COCOA, GHANA AND COTE D’IVOIRE.

The cocoa market has been characterized by a tightening of supply and
demand over the past half a decade, leading to reduced overall premium
levels and reduced differentials between premiums. Recent figures put
premiums at between 6 per cent and 9 per cent across all certification
initiatives, pointing toward the limited room for premiums in the current
market.

Rainforest Alliance
UTZ Certified

Fairtrade

Source: KPMG, 2012.
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Although Organic markets have been growing, premiums have
declined as the global price for cocoa has increased. The ICCO
reports recent Organic premiums as ranging from US$100 to USS300
per metric ton—equivalent to between 3 and 10 per cent based on
2012 prices (ICCO, 2013a). This is down considerably from premiums
on the order of 13 to 18 per cent reported as recently as 2005 (ICCO,
2006). Although the minimum price for Fairtrade/Organic certified
cocoa benefits from a US$300 premium over the minimum price
for Fairtrade cocoa,? high prices on the international cocoa market

22 Fairtrade sets the minimum price for double-certified cocoa beans at
USS$2,300 per metric ton.

have similarly eliminated the applicability of Fairtrade minimum
pricing rules in recent years, with only the required US$200 social
premium (equivalent to 7 per cent based on 2012 average prices)
over international market prices being required.

Although efforts to increase global cocoa supply are under way,
it is expected that supply will remain tight for the coming years,
suggesting relatively high premiums for cocoa more generally but
relatively low premiums for standard-compliant cocoa in particular
(Taylor, 2013).




Over the past five years sustainable cocoa supply has grown an
average of 69 per cent per annum, reaching 899,000 metric tons
in 2012, which represents an eight-fold increase in absolute volume.
Given deep concerns about the security of supply, we expect
investment in sustainable cocoa production systems to continue
at a rapid pace in the coming years with total standard-compliant
production reaching a minimum of 1.5 million metric tons by 2020,
equivalent to 37 per cent of global production, or 48 per cent of
global exports.

From a broader sustainability perspective, the cocoa sector
faces two convergent and widely recognized challenges. On the one
hand, the productive base has faced systemic poverty over a period
of many decades fuelling, among other things, the historical use of
unacceptable labour practices. On the other hand, the cocoa supply
base has fallen into disrepair, threatening overall global supply.
Voluntary standards offer promise in addressing both of these
major challenges, which explains to a large degree the significant
commitments to standard-compliant production by many of the
most important confectioners over the past several years.

While standard-compliant production largely emerged in the
shade-grown production systems of Latin America (notably Organic
production), Fairtrade, Rainforest Alliance and UTZ cocoa have
rapidly expanded into mainstream markets, drawing from the full-
sun production systems of Céte d’lvoire, Ghana and Indonesia.
This development shows promise for the continued growth and
relevance of voluntary standards to the issues facing the sector.
The fact that cocoa purchases are dominated by the countries in
the global North with a long history of promoting sustainability
standards (notably the Netherlands in the specific case of cocoa)
also points toward the continued growth prospects for standard-
compliant cocoa moving forward.

23 Note that this estimate is based on the full implementation of existing
commitments to sustainable sourcing within the chocolate sector.
It does not take into consideration forthcoming commitments to
sustainable production and thus is considered a conservative estimate.

Moreover, with cocoa supplies tight and overall prices relatively
high, the current context represents a rare opportunity for guiding
increased investment within the sector toward more sustainable
practices. Indeed, current market conditions suggest that the market
isincreasingly able to absorb the costs of transitioning to sustainable
practices. Notwithstanding this potential, there is still a significant
gap between existing production levels of standard-compliant cocoa
and actual sales, or the explicit implementation of commitments to
the purchase of sustainable cocoa. It is possible that confectioners,
faced with high prices on the international market, may not feel the
pressure to pay for the additional costs associated with certification
per se, which could leave the voluntary sustainability standard
market in jeopardy. A permanent state of oversupply on this market
is unlikely to be sustainable in its own right. Special attention to, and
monitoring of, the formal implementation of public commitments is
therefore warranted.

Another important challenge voluntary sustainability standards
face in the cocoa sector relates to the speed with which growth
and uptake has evolved, particularly across the African supply base.
Production conditions within the African continent face significant
challenges, and ensuring that sustainable practices being claimed
are actually being applied is a task of monumental proportions
related not merely to the development of the requisite monitoring
infrastructure within the standards systems themselves, but to the
development of the needed support institutions on the ground as
well. The repercussions of deep and long-standing poverty in many
cocoa producing regions involve a wider community of factors
than mere supply chain relations, and thus securing supply chain
sustainability will require working along other channels as well.
Attention to and investment in broader landscape and community
development will therefore almost certainly be a prerequisite
for the successful implementation of voluntary sustainability
standard growth over the longer term and signals the importance
of investment beyond the commercial transactions associated with
standard-compliant cocoa production alone.
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