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RECOMMENDATIONS

i. F.S .50 agricuitural poliicy on cocanuts be a national one
coovdinating all the states Yap, Truk, PPonape and Kosrae.
2. Serious attempts to be made to export cupra te Mills

in Palaa and Marshalls instcad of to Japan, :

3) The F.S.M. should give about 75% tariff protection for
locally produced soaps, cooking oi.s and hair/body oils. If
this 1s not possible a local sales taXx on imported products
to be introduced in Ponape.

a) Manufacture of 63% T.F.M. toilet soaps and cnconut oil
pased shampoos at Ponape.

5) The instailation ol" the Soap plant in Truk to be expedited.

6) The newly formed Coconut Development Authority to be
made operative and all other baodies in Truk and Ponape
to be abolished.

In order to do this a General Manager experienced in Coconut
and Coconut By Product Industry both in terms of technical and
commercial expertise has to be appointed. UNIDO assistance in the
form, of the above expert for about 2/3 years should be given to
the F.S.M. urgent’y to make the CDA a success.

7) Improvements in handling copra could be made.

8) The region press for the establishment of a Futures Market
for copra andCoconut oil.

9, Promote sales of cooking oils, by cookery demonstration
and by regular sales visits to bulk users like hotels
restaurants and government institutiouns.

10) The F5M and other island countries of the region should
initiate a trade declaration to promote trade and production
within the region.
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‘roject Bouckaround and Justificaticn

e first consultation meeting on the Vegetable 0il
s Industry wus held in Madrid {from i2 to 16 December

This meeting convened by UNIDO in pursuance of the Lima Declaratior
and Plan of Action and General Assembly Resolution 3362, is part
of its efforts to promote co-operation in raising the overall level
of industrial production in developing countries.The meeting made
a series of follow-up recommendations relating, inter-alia, to
global policy for increased international and technical co-operation
between the developed and the developing countries and among the
developing countries themselves, and for specifiec follow-up action,
both short-term and long term.

UNIDO decided to carry out, through expert services, evaluation
studies of the potential of the vegetable o0il industries sector in
a selected number of developing countries. This evaluation country

stuay was to assess and evaluate the existing situation in the
countries to be covered with regard to the availability and utilisation
of oil-bearing materials(including the new material potential), the
domestic market situation (presend demand) in vegetable oils and
protein cake/meals and the present status of the vegetable cil industry.
In fulfilment of the above decision, a UNIDO zconsultant on edible

oils made a study of Western Samoa from November 20 to December 4,

1978.

Since the Pacific region is agronomically suitable for production
of o0il producing species, coconut and oil palm, such raw materials
offer one of few available possibilites for integrated agro-industrial
development; vegetable oils and fats, detergents, cosmetic, protein
cake/meals, livestock feed and further spin offs and linkages with the
agricultural sector.

It was agreed during the UNDP/ESCAP/SPA/SPEC Inter-Ccuntry
Programming Meeting held in Suva in February 1979, that this type
of study should be made into a Regional Pacifie Project.

SPEC would like to see the exercise accord recognition to

the concept that c¢ffective rcgional co-operation could be a positive
means of reducing costs and rationalising development in the Pacific.

2. Obijectives

Development Objectives : The long term objectives of this
regional project is the promotion cf regional self-sufficiency in
producticn, processing and related agro-industrial development of
vegetable oils and fats.




The study is to assess and evaluate the existing situation with
regard to the availability and utilisation of oil bearing raw material
potential, tne domestic market situation demands for a vegetable oil
industry, protein/cake and the status of the vegetable oil industry
at present in operation with a view to its further technical techno-
logical, and alternative development. It should provide specific
long range recommendations towards improving the export of vegetable
oils and fats, and provide marketing strategies in relation to vpresent
export patterns.

Immediate objectives: The immediate objectives is to reccmmend
methods that can be applied for improviiag locel production aud distri-
bution and to provide a marketing diagnosis which will stimulate better
export strategy which can be implemented in the immediate future.

Whenever applicable, the study should also consider evaluating
oils and fats from animal sources and the possibility of developing
viable productions and import substitutioms.

3. Project

In fulfilment of the above, two consultants
a) Joe R. Santhiapillai - Team Leader and Vegetable oil Industry
Specialist from UNIDO b) George Yeats™ - Marketing Analyst from ITC,
visited Fiji, Kiribati, Tonga, Western Samoa, Niue, TTPI, Papua New
Guinea, Solomon Islands, Cook Islands, Nauru, Vanuatu and Tuvalu and
prepared twe®ve country reports with tables, annexes and assessmeats
made and based thereon. In addition the experts produced a summary
of the regional study. The project was for a duration of six months.
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Federated States of Micronesia

Population 1980 : Ponape 23,130;Kosrae 4,940;
Truk 38,650; Yap 9,320; Palau 14,800;
Marshalls 29,670,

~

G.D.P. per capita (1979) : TTPI US&8Zz0.

Land Area : TTPI 1,832 sq. kms.

Sea Area : 6,200,000 sqg.kms

Geography : TTPI consists of four separate

entities:

the Northern Mariannas, Palau,
Federated States of Micronesia-
(Ponape, Truk, Yap and Kosrae) and
the Marshall Islands.

Agricultural Production : Coconut is the main and only export
agricultural crop.

Total Production of 0ils
and Fats equivalent 1979 : 3,800 tons (F.S.M.)

Total Exports cf oils a. 3
fats equivalent 1979 : 73,750 tons (F.S.M.)

Imports of 0ils and Fats
Equiv : 370 ton (F.S.M.)

Import Dependency 1979 :  88%

Note: All figures excludes fresh nuts and invisible fats
consumption.
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GENERAL

The 2 areas visited were Truk and Fonape as only the Federated
States of Micronesia (F.S$.M.) is part of SPEC study. At present
the Trust Territory of the Pacific is.ands consists of four
separate entities: The Northern Mariannas, Palau, the F.S.M.
(Ponape, ,Truk, Yap and Kosrae) and the Marshall Islands. All these
entities remain part of the TTPI and will remain so until official
termination of the Trusteeship agreementexpected in end 1981.

The coconut is the most important economic crop of TTPI.
Except for 2 copra crushing plants with a total installed
capacity of 66,000 tons of copra per annum in Palau (42,000) ana
Marshalls (24,000), the only other manufacturing activity is a
small unit in Ponape manufacturing coccnut oil for making laundry
soap, refined oils for cooking and hair oils.

The state of Truk has decided to install a small unit to
make coconut o0il to manufacture soaps.

COPRA PRODUCTION

According to the 1977 Annual Report the area under coconuts
in Ponape and Truk are 8,213 h.a. 3,278 h.a. respectively while
the copra production is 1,500 tons and 4,500 tons respectively. The
copra production in 1979 is one of the highest on record as it would
appear that copra production is dependent on the price.

Although it is not strictly within the brief of this
mission to study coconut production, as there is though in some
quarters that it should come under the control of the Coconut
Development Authority (CDA) and tinus could affect the commencement
of its operations, some comment will be made here on research and
development of the coconut industry. Currently this is the
responsibility c¢f the four state departments of agriculture, with
some national involvement of the Federal Department (this exten:
could not be ascertained.)While it would be mos*t ideal to have
these grouped into one service, this is not likely to happen,
however it is desirable for the agricultural policv on coconuts
+o be a national one, co-ordinated on the national level, implemented
on the state and jointly planned. T{ thi. can be arhieved then
we are in favour of this function rema.ning with the Department
of Agriculture. It is not likely that the industry can justify
specialist coconut extension stafl, and vel still get the spread
of contact which would be achieved by gene | extension staff. Also
if the needs of the industry darce scen to e est served by integrat.on
of coconuts with other crops, then this too wiil be best handled by
the agriculture depuartments.




COPHA MILILING

At present all copra produced in the F.5.M. 1s exported tgc
Japan while the copra produced in the Marshalls is milled at the
copra mill in the Marshalls (capacity 24,000 tons per annum). The
copra mild in Palau (capacity 42,000 tons per annum) is now idle
owing to some internal problem.

it is unfortunate that the copra from the F.5.M. has to be
exported. to Japan while the Marshalls mill is working below
capacity (about 30%). Serious attempts wili have to be made to
cship the copra to the Marshalls/Palau Miil so " hat both parties could
benefit.

An o0il mill for the F.S.M. would not be viable as the tonnage
(6,000 tons) is extremely low.

One of the first things the new C.D.A. would have to examine
is the feasibility of exporting the copra to the Marshalls/Palau to
make regional cooperatioci. a reality.

Discussions with the Manager of the Marshalls 0il Mill showed
that they ace keen and that this could be made to work with both
Marshalls and F.S.M. benefiting.

It must also vatch the result of Papua New Guinea's experiment
with the Palau Miil. If this is successful this could be another

alternative.

PONAPE FACTORY

The plant at Ponape manufactures laundry soap, cooking oil
and an oil for body and hair applications.

In 1974 a Hander type oil expelling unit was installed to
produce crude coconut oil. This crude oil was packed in old
bottles and marketed but was not a success. In March 1979, soap
aanufacture was started but sales were extremely poor for various
reasons till February 1980. In September 1979 a refinery =~ one
1% 7 Neutraliscr and one 1% T Deodoriser, was instailed to produce
refined coconut oil for the manulacture o1 c¢ooking oils and hair/
hody oils.

In March 198C L~iDh0) nrovided expert assistanc2 to lay down
proper proccedures and a@itdelines and to help them in soiving their
various problems.




Their production was as follows:

1978 1979 1980 Est.
Soap Tons Nil 16 80
Cooking 0il Lbs Nil 2,150 2,000
Hair/Body 0il lbs Nil 1,550 2,000

The sales in 1980 were quite good but the sales frem about
April 1981 appear to be droppingoving to competition from imported
soaps.

If this industry is to survive the Government will have
to seriously consider giving a tariff protection of about 75%.

The factory should now consider manufacturing toilet soaps
and coconut o0il based shampoos as suggested in the previous UNIDO
study.

CONSUMPTION OF FATS AND OILS AND FUTUHE
MARKET TRENDS

Consumption of fats and oils

The Federated States of Micronesia (FSM) has a consumption
per head of 1.9 kg per annum vegetable oils, not including
consumption of fresh ccconuts, and 3.5 kg per head for non-food
(soaps and cosmetics.)

The greater consumption of oil-bearing food in FSM is in

the form of fresh coconuts, however no estimate of consumption
was available, it may be of the order of 200 nuts per head per
annum, including those used for pigs and poultry. The method of
consumption is rather wasteful in that the nut is usually split
inhalf, the "water' wasted, the ''meat" is grated and the resul+*ant
"cream'" extracted. The residual "meal" is disgarded or fed to
livestock. However,-this is part of the culinary tradition of
Micronesia and is important alsc in that it involves no cash
expenditure., As prices of foodstuffs rise, it is likely that the
bulk of the population (village:'s owning coconut groves) will
consume more ccccenuts to substitute for foods which have to be
purchased.




Micronesian consumption of fats and oilz is moderate
for developing countries, and comparable with other island
countries, but based on experience elsewhere, i 1s likely
that as incomes rise, the consumption of fats and oils will
probably be in the form of greuter conswaption of {resh
coconuts, as mentioned above, but also as edible fats and oils.
civen a preference this most likely would be animal fats,
howeveér margarine would also be acceptable and could be made
using a major component of coconut oil.

MARKETING GF OILS LOCALLY PRODUCED

Coconut o0il is produced in small quantities by the villagers
for their own use and for sale in the markets and towns. This
is largely as a skin lotion, and its price is of the order of
U3%4-5 for a 13 fluid o2. bottle. This is comparable with the
cost of similar imported cosmetic oils. Consequently the
"MARKESO'" cosmetic oil produced at the Ponape Agricultural and
Trade School (PATS) and which retails for $1.30/70z. is selling
well. Deodorised coconut oil for cooking, produced by the
same plant, however, is not selling well. It retails for 95c¢c
per lb, while competing vegetable vils sell for between $1.58 to
$2.17 per 1b, vegetable fats from $1.14 to $1.39 per 1lb and
a mixture of animal and vegetable fats sold at 95¢ per 1b.
It 1s not certain why the cooking o0il is not selling well,
but there could be several factors involved: as the factory is
presently arranged, the deodorised oil has to pass through
the same pipeline os the un-deodorised o0il, and although
the pipeline is cleaned, this may not be adequate to eliminate
all coconut taste; the coconut ocil is not as widely distributed
‘as it could be, especially in small village stores; coconut
oil solidifies at a lower temperature than competing oils
(but not fats) and is slightly more opaque and viscous (this
may make it unsuitable for use on some dishes); no attempt has
been made to promote the o0il by talks, distribution of information
on how to use the oil, and cooking demonstrations;( this may
be particularly relevant as some consumers do not realize the oil
has been deodorised, and is thus suitable for cooking some
dishes for which a coconut flavour is not required) and there
is almocst certainly a taste preference for other oils.

There is some move by the factory management towards desizn
of 2 new container for the oil. While this is not undesirable,
we are not convinced that this by any means the major barrier
“o oincreasing sales, and that a more effective way may be to
carry out a prorotion campaign particularly with cooking
demonstrations through the various women's groups. Bulk users
of il sucn as hotels, restaurants and government institutions
should be contucted by a sales agent of the factory, who can
=unply them with amples and arrange orders.




MARKETING 0OF PCNAPE SOAP

The man product of the factory is laundry socap. Since
the fuactory was established sales have been running at about
U3%1,0C0 per month, but these increased dramaticaily to US$%$5,000
in January 1980, and reached a monthly peaxk of US$S$14,000 in
Novembher 1980. This was due to two factors: and UNIDO study
team visited the area early in the year, and was akle to solve
some important problems; and also about the time of the
UNIDO mission visit, the USA supplier of laundry soap went
bankrupt and imports ceased altogether until later in the year.
At the time of our visit, the situation had returned to the
pre-1980 position, and the factory was faced with mounting
soap stocks and running at very much below capacity.

The soap produced is well accepted as a laundry soap,
and has been widely used as a toilet gscap also because it is
attre:tively coloured and perfumed. However, because it is an
100% coconut 0il soap it wastes more quickly than other soaps.
The PATS soap retails at between “1.3c « 99.0c (US) per 1b,
and compaeting socaps from Australia and USA from between 78.2 -
90.7¢c (US) per lb. As the price range is very similar, the fast
wasting rate (confirmed from several sources and by personal
observation) does make the soap much more expensive than imported
soaps. The consumer hap been guick to recognise this, and urgent
action is needed to restore usage of the local soap.

As a low wasting soap cannot be made with 100% coconut oil
using known technology, except to a minor extent by adding a
filler, then other measures must be taken. One of these involves
market promotion and consumer education. The above-mentioned
promotional measures aimed at expanding sales of cooking oil could
equally be applied to the soap, and the two products promoted
together. The manager of the factory claimed and it is a known
technical fact that the soap lathered better thancompetitors, and
thus needed less rubbing to achieve the same result. This would
consequently result in lower wastage. This needs education of
the consumer; and could result in some increased sales of the
soap, however it is not expected to have a large enough effect to
recapture the major share of the market required for most efficient
operation. To do this an import duty would have to be imposed.

This is preferred to a ban on imports wvecause there is still

some price restraint an the local product, and should there be
4 major break-down, then it is easier for imports to fill the gap.
A 75% level of duty would probably be necessary. There is some
difficulty in imposition of this duty at this stage, because
it would have to be imposed nationally, and thus apply to the
nther states of Truk, Yap and Kosrae as well as Ponape, where
the factory is situated. The factory could supply the needs of
all states, but with the cost of interstate shipping, it may not
be competitive with imports There are plans well advanced
(diacussed below) to establish a similar {actory at Truk(to also
supply Yap; it is planned that Kosrae stute will be supplies {rom
Ponap: ), and until that is operational, it is recommended that

state sales tax be imposed on imported soap. This would also
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procedures should be taken to implenent the tariff.

FRAMEWORK FOR CONTROL OF THE COCONUT INDUSTRY

Tne Truk soap factory as recommended bty the 1980 UNIDO
team has had the necessary money voted it by the state ($50,000)
and the« Federation ($100,000), and land set aside, however
implementation is slow. This is partly because no individual
has been given the sole task of implementing the project,
and the control of the factory has become nuclear because
government has made a piecemeal approach to this and the coconut
industry as a whole. The implementation of the project depends
on the body controlling the factory, and this problem must
be solved first.

The Trust Territcry of the Pacific Islands Copra
Stabilization Board (CSB) is the body responsible for purchase
and export of copra in Micronesia. The CSB determines the price
at which the copra is bought from the producer and this price
is dependent on the export price of copra. The Board endeavours
to stabilise the price by operating a copra stabilization fund.

The Federated States of Micronesia Coconut Processing
Authority (MCPA) is the body formed to control copra processing,
however Truk state has also established its own Authority to
control the coconut products.

In addition, n March 1981 the Federation created the Copra
Development Authority (CDA), designed to supersede all other
bodies involved in copra purchase, processing and export.The
functions are briefly as follows:

1) Engage in the manufacture and processing of all
products derived from the coconut tree.

2) Buy, collect, market, sell, export and deal
generally in all products derived from the coconut
trece.

3) Inspect and improve the quality of products derived
from the coconut tree.

4) Fix all prices to be paid to the producers or sellers
of products derived from the coconut tree, operate a
stabilization fund and perform all acts necessary
regarding purchase, marketing and sale of said products.

At present the implementation of this legislation is held
up pending transferral of copra funds held by the US High
i‘ommissioner to the Trust Territorv. It is not known why the CDA
cannot operate beforz these funde are transferred, but it is
of some urgency thiat the CDA be made operative and simultaneously
the other three holdlies be abolished.




In order to make this successful a General Manager
expevrienced in the coconut industry both in terms of technical
and commercial expertise is needed. At present there is no
one avallable i1n the F.S.M. This General Manager has to
organise the purchase and sales of copra and also supervise the
already existing factery in Ponape and the factory which is
to be installed in Truk.

It is recommended that UNIDO assistance is given in the
form of an expert for about 3 years to assist the F.S.M. in
the initial stages and train a person to take over thereafter.

The wording of the CDA legislation is not as clear as
it may have been in some aspects, but the recommendations of
this report are: that the four of five members of the board
2f CDA, to be appointed by the states, as well as representing
the states should as much as possible represent growers,
processing, consumers and agricultural services; that a
manager for the Truk soap factory be appointed shortly before
the factory commences operations, and not as appears to be
in the legislation, tha*t the general manager of the CDA would
also manager the factory; that control . of grading of copra
be transferred to the CDA upon cessation of the CSB, which now
has this authority (this is necessary to ensure a uniform
standurd for all Micronesia - agricultural services are not
suited for this purpose as they are now organised on a state
basis).

COPRA HANDLING AND GRADING

Present practice is for the CSB to licence private copra
buyers. We observed the Truk Navigation Company's (Transco)
buying point in Truk. The operation involved a supervisor/
recording clerk, fork 1lift driver, two labourers loading bags
onto i1 pallet on the ground, and two unloading the bags off the
pallet at the top of the stack. The farmer brings his copra
in bags together with two assistants; the bags are emptied
into an inspection tray by the farmer and his assistants; the
copra is inspected by the clerk and graded as 1, 2 and 3, or
rejected (prices/1H for 1, 2 and 3 at the time of our visit
were UScentslO, 9.5 and 9.0 respectively}; the farmer then
shovels the copra back into the bag held by his two assistants
(the main purpose of bring them); the bags are weighed, weights
recorded, and the furmer paid for his copra plus provided with
replacement hags; the bags are stacked for snipment. Some
improvements are roecommended in this svstem: as long as a minimum
standard is set which is acceptable to the export trade, then
it is now worth-while having three grades. This is also so in
view of the standard of the clerk/inspector; a sampling
technique should he instigated, wherceby for lots of 10 bags or less

a rinimum of the one bag should be opened and inspected, for
bag lots greater than 10, no less than 107 of the bags should
be inspected. "This should be done entirelyv by staff of the purchasing

agent to save the Tarmer bringing his assistants with him.




Although 1t is the buyving agent's responsibility to make his
operation as efficient as possible, it wiil be mentioned here

that 1t 1is hardly necessary for a fork 1ift and driver to be
employed plus four labourers simple to stack copra. This agent
did supply transpcrt from boat landing point to the copra

store as part of his service. Buyers in other areas purchase

from small outer islands, which is very encouraging to producers.
The manager of Transco estimated production of copra could double,
were good shipping/purchasing facilities available in reniote
areas. There was not time in the study to investigate collection
of copra within Micronesia bit it appears that an improvement in
the present system may result in a substantial increase in copra
produced.This study recommends that a small marketing trial be
commenced whereby local buying agents be appointed (say on some
of the atolls of Truk) with simple but adequate storage facilities
to take double the copra now produced between calls of the boat
picking up copra for the central depot A bag count would be made
on transfer too the boat and a weighing and sample grading be
made at the depot. Bags should be identified simply with growers
name and purchase point, so that any sub-standard copra would

be identified, that grower notified, and his copra carefully
inspected at purchase point until it improved. If this scheme
results in improved copra sales then it should be extended to
other areas.

The current system used for loading ships at Truk is for
bags to be taken to the ship and emptied into bulk holds. As most
of the vessels are containerised, it would seem preferable to bulk
load containers in preparation for the ship's arrival. This would
save in turn around time of vessels and should result in lower
charges to the CDA.

FUTURES TRADING, A MARKETING AID

A major trend which has emerged in many ma{or world commodities
in recent years is that of trading in futures. * "The futures market
is basically an auction where contracts for future supply of
commodities are traded. Contracts are bought and sold by members
of the exchange on behalf{ of their clients.

1 . _ o .
Taken from "Export drops: Quarteray keview'”, YVoi. 3 No. 1,

April 1980, bepartment Primary Industries, DPNG.




A futures contract is an agreeoment Lo buy to sell an
amcunt of a commodity at a price at a furture date. A
futures contract should not be confused with a forward contract.
A futures contract can be bouzht and sold on a fatures market,
whereas a forward contract is a private agreement between
one buyer and one seller. Most futures contracts do not
in fact result in physical delivery of goods. The whole purpose
of the futures market is to transfer the risk of price
movements from the producer and end user to peculators. In
this way producers can use futures to secure a fixed price
for a commodity. This is known as hedging. In the same way
one may hedge & ;ainst fluctuations, in currency exchange
fluctuations'". -s yet there is no futures market in copra/coconut
0il, but this report recommends that the countries oi’ the
region press for its establishment, and then take advantage of
the opportunities it would give for stabalizing prices.
Participation in future tradinz is a skilled activity, and in
order to enable the island councries to make best use of such
a facility it is recommended that a suitable consultant be
asked to address a future meeting of the Asian Pacific Coconut
Community on this subject. This is further discussed below
in the chapter on regional co-ordination.




Internuil chipping in FS5M 15 ol two Lvnes:
that provided between the main rports of the four states
by overseas vessels, and that plving trom these nports to
the outlying islands and atoils. The lormer is adequate and
wiil be discussed in more detail below, however, the latter
is a si¢gniticant limiting factor in raising copra production,
and returns roeceived by producers. As was discussed above, there
is some local cpinion that an improvement in small inter-island
shipping could considerably improve copra production, and a small
pilot project is suggested to test this. It 1is likely that
this is most needed for short hauls from producing areas within
ten miles of the larger collection centres (including the four
state capitals). Copra from these areas is normally brought
by outboard motor-powered dingy, which is very high cost.

One farmer we interviewed at Truk had brought in 9 x 100 1b
(9.83c/1b average - source Transco) bags for which he received
US$88.47. His transport costs were 3 men each way at US$24, i.e.
27% of his return. Added to this would be food bought for the
three during the day, and other purchases for the help of the
assistants. Thus themarketing costs of the farmer would be

about 35% of gross return, and less for smaller amounts of copra.
If this particular farmer had been able to sell his copra at
"farm gate', his nct return could be the same, if the price were
7.39¢/1b (allowing that the farmer would still make the trip to
town to buy provisions and for social reasons). This would provide
a fair margin for the operations of a 20t diesel inboard-powered
work hoat calling at small atolls and islands up to half a day's
sail from the main collecting centres.

International shipping is well supplied toc Micronesia,
but limited in its contact with other South Pacific island countries.
It is currently served by four shipping lines. The Philippines,
Micronesia and Orient Navigation Co maintain a three weeklv rvice
importing gnods from USA tc all main Micronesian ports, tt: he
Philippines, where thev are fully loaded with pineapples fo: ibhe
USA. This line doesn't have tanks for coconut oil, nor does it
carry copra. The Saipan lLine, associated with the Japanese Kyowa
line maintains a monthly service originating in Japan, thence
Saipan, Guam, other Micronesian ports. South Pacific ports and
then to Japan. This 1s a useful Jink with other South Pacific
countries, but bccausce of cargo beirg carried to them from
Jaupan, there is limited cargo spoace {rom Micronesia to other
south Pacific countrics. The Naurg Pacilic line provided a 40 day
sorvice rom Micronesia to the 1SA and return, and a service
irom {rom Microncesia to Nauru then Aaustralia (Melbourne) and
return. The most important cverseas line servicing Micronesia
at present, trom the point of view of the coconut industry is
the Tiger line cperated by the co-operative company, United
Micronesia Development Corporation (UMDA'. The (MDA is the
licenced buyer of copra on behalfl of the Copra Stabilization
Board and fthe Citoer Vine's agent in lruk, Transco is o a licenceoed
cub-buyer.,




‘his 1in¢ operates a service every 2-3 months to Japan and
other ports in the Orient from all Micreonesian ports. All
copra from Micronesiu is carried on this line. The vessels
carry a majority of cargo in containers but have a bulkhold
for copra. Freight rate from Truk to Japan is US354/t copra
and Truk-Majuro $24 (where a coconut oil mill is situated.)
There would be no difficulty in shipping copra tc either
of the tiWwo oil miils at Palau or Majuro, however it appears
that 1t is more profitable to send copra to Japan, as no
large amount goes from FSM to the Micronesian mills, despite
the duty-free access Micronesia has with coconut 0il to USA.
Palau Mill has in fact been importing copra from the Solomons
and Papua New Guinea.




HEGTONAL CO-OPERATION

Micronesia had traditionally been isolated from the rest
of the 3South Pacific region because of its gcographic position,
astride the north of the region, and because of its control
by Japan between two World Wars, and USA since, and its consequent
trade and political links with those countries rather thar. the
Pacific Islands. Of the seven states of Micronesia, three have
opted to become independent nations, while the other four joined
together in a federation. At present, therefore, within Micronesia
the trend seems to be towards national interests rather than
sub-regional co-operation. The FSM has not yet gained its
complete independence from USA, so it is not clear at this stage
what its attitude will be towards the Scuth Pacific region, however
there seemed to be quite an interest in this from discussions we
had with officials. There are good shipping links within
Micronesia; there is a link south to the region, but with
limited space for cargo, which perhaps could be improved were
there cargo to ship from Micronesia to South Pacific; and shipping
has been made available for copra from the Solomons and PNG
to Micronesian mills.

Because of Micronesia's geographical pesition and long
term political links with USA, its trade will likely remain
largely with this countries for some time. Emphasis on this
type of trade, however, will tend to suppress the growth of
Micronesian industries as they will always be competing with
efficient Japanese and US industry. Some kind of protection will
have to be offered local industries if they are to survive. As
the local market is small for reasonable cost efficiency, the
possibility of export markets will have to be considered. Except
for products such as coconut cream and dessicated coconut, where
the fresh primary product is processed, these small island countries
are not likely to have a cost advantage over the industrialised
nations. Thus it may be worthwhile to look to »>ther island
countries in the region.

Unless positive steps are taken to site industries in
the islands, and many as suggested above, will be on a regional
basis, the existing pattern of development is likely to become
intensified i.e. trade between the islands ond outside
industrialized countrics, rather than trade between the islands.
Under this system, establishment o! industries in the islands is
always discouraged unless special measures are taken to promote
industry. These developments have so far not met with a good deal
of success 1 measured against eficctive Llocal control and
ownership.,
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Ty encourace frade within the region, it is recommended

*hat FsM oand other istand nations inciuded 1n this study initiate
a trade declaration to promote trade and production in the region

ori A more c¢o-ordinated basis thun presently. This declaration
couid be used ats a basis on which trade in, and production of,
~necific ibems could be discussed between istand countries, and
as a stronger negotiating force when dealing with the non-island
SPARTEQA agreement countries of New Zealand and Australia and
with other tradine partners around the world. In particular, such
a declaration should request New Zealand and Australia to more
fully implement the intention in the SPARTECA agrecment that
these countries use their Trade Commissioners to investigate
markets abroad for island products. Presently this is done on

a limited scale, but needs positive promotion.

In this context, copra movements within the region could
be discussed, and siting of industries to the mutual benefit
of all island countries agreed. It is unlikely that Japanese
copra crushing interests will voluntarily allow this industry
to pass to the producing countries, even to the extent of
allowing existing island mills an increase in their share of
processing. However, were the Pacific trade pact able to
negotiate on behalf of all members, then, for example, all
Micronesian copra may be able to be processed by their own mills.

The Micronesian coconut industry is facing higher costs,
compared to most of the rest of the region, particularly as it
is predominantly labour intensive in its production phase. Its
lower freight rates compared to the rest of the region, are more
than offset by its woge rates which are 3-4 times that of those
in the major regional producing countries. It also suffers from
long-term neglect and lack of a co-ordinated plan of development.
It would be true to say that the islands' coconut industry was
still at the 'gathering' stage and had not reached that
characterised by the term " cultivation'. Yet, these subsistence
farmers are part of an economic system where wage rates are
many times what they earn in a year and their consumpticn patterns
are based increasingly on expensive imported goods. Any
improvement in the industry in the way of increases in yield,
improvement in quality, greater efficiency of cultivation, and
better processing methods seem unlikely <r at the most, distant.
The maximum efficiency that can be achieved in marketing is
thus of crucial importance and could give quickest results.
This should involve a regional triade declaration.




TTP1 EXPENDITURE ON GDP FY 1975

(excluding the Marianas)

Private Consumption
Government Consumption
Gross Capital Formation
Exports

Less Imports

*TOTAL:
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WORLD TRADE -~ MAJOR IMPORTING COUNTRIES

SHIPMENTS OF COPRA INTO THE FOLLOWING COUNTRIES

ii

soaurce:

Hote:

(Metric Tons)

1975 1976 1977 1578 {979
20,247 18,702 15,207 13,200 y, 2
21,274 4o, 230 20,323 20,400 1,30
63,879 71,352 61,300 3%,100 35 T
166,91 PSR, 570 74,000 73,700 3T, 70
11,900 1,000 13,000 19,900 15,600
11,100 17,000 25,300 24,300 18,200
38,505 38,600 41,600 37,000 13,000
28,998 21,545 25,598 1%, 100 22,074
413,142 525,133 351,400 211,000 53,900
29,000 9,300 19,900 9, RO0 b, a0
27,100 43,700 40,4900 73,190 36,100
89,865 110,856 97,735 N0, 400 57,56
920,792 1,052,697 18€,07x 641,300 365,543
S S

1979 Annual Review Frank Fehr & Company Limited

Main drop 1in imports is in Netherlands and West
Germany. Total drop from 1975 to 1979 1s
554,859 mt. Philippines drop in exports in

the same period was about 650,000 mt.




PERSONS INTERVIEWED

10.

11.

12

13.

14.

15.

16.

17.

The Hon. Vice President, F.S.M.
The Hon. Governor State of Ponape.

Senator Saso H. Gouland, Chairman R & D Committee F.S.M.
Congress

"Senator Kisande Sos Truk Legislature

Mr Kikuo Apis Special Asst. to the President F.S.M.
Mr Catalino Sam, Chairman MPCA

Mr Redley Killion Director R & D, Truk

Mr Dan Perrin National Planner F.S5.M.

Mr Dave Ivra, Truk Agriculture Dept.

Rev. Fr. Hugh Costigan J.J. Director PATS

Mr Erik Thompson, Economic Adviser,Tru k Ledislature
Mr Taka Mori, General Manager Transco Shipping Co.
Manager Truk Navigation Co.

Mr. D Twum-Barina-Economic Advisor F.S.M. Congress
Mr E Rosenberg ~ Adviser Ponape Development Authority

Mr Higinio Weirlangt, General .Manager, Ponape Federation
of Cooperative Associations.

Mr D R Berggren, State Planner, Truk.







