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Abstract - Global value chains (GVCs) have gained unusual
prominence in the research agendas of international and academic
organisations devoted to the study of international trade and
economics. The research has investigated the current context of
coffee sector of Vietham on the contemporary participation of
Vietnam in the whole global coffee value chain. As a result, the
research figures out Vietnam is stuck in the very low value-added
created stage because it is exporting coffee in the raw material form.
The research also comes up with the conclusion about the high
potential value added stage that Vietnam should move towards to
affirm Vietnam’s coffee position and charisma in the world market. In
order to achieve this goal, Vietnam coffee sector should concentrate
on improving the quality of coffee instead of running after the coffee
export volume and emphasize the importance of brand building and
further investing in processing stage.

Key words - global value chain (GVC); value added (VA);
participation; globalization; global coffee value chain.

1. Statement of Problem

Globalization have led to the vast growth of
international trade, internationalized production and
trading of multinational companies (MNCs), and reduced
telecommunication cost. One of related trends of
globalization is creating and widening modern markets and
new organizational forms. These innovations have led to
new approaches to the conceptualization of multinational
firms which, instead of focusing on the ownership of
internationally based assets, stress the power to coordinate
and control international operation even when no
ownership right exists (Dicken, 2007). The concept of
global value chains has been developed to explore the
functional integration of internationally dispersed value-
adding activities in a variety of inter-organizational
networks. Vietnam is currently the world’s second largest
producer and exporter of coffee, after Brazil. Nowadays,
coffee is generating an income of more than $1.5 bn.
According to the data of General Statistics Office (GSO),
the coffee sector represents 3% of national GDP, providing
livelihood for around 2.6 million people- 800,000 of whom
are farmers and many of minority ethnic groups.
Participating in Global value chain as a key green exporter,
Vietnam has early recognized the crucial role of
development of coffee industry. Therefore, investigating
and upgrading the value chain should be an essential
practice that bring Vietnamese coffee go further into
foreign consumers. The main purpose of the paper is to
develop a methodology for analyzing the global value
chain of Vietnamese coffee, evaluating the participation in
order to find practical solutions to enhance our position of
participation in GVC.

2. Literature review on global value chain

So far, there have been many theoretical and research
models on global value chain. This paper resumes the
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theoretical framework of concept of GVC by depicting the
evolution of the GVC concept and introduction of value
added model as essential part to be investigated when
taking GVC analysis into account.

2.1. Theory of evolution of Global value chain

Theory of evolution of Global value chain was first
introduced by Michael Porter in 1985. According to him, a
value chain “disaggregates a firm into its strategically relevant
activities in order to understand the behavior of costs and the
existence and potential source of differentiation” (Porter,
1985). It allows firms to diagnose the competitive advantage
and to enhance this advantage by tailoring the value chain
(Porter, 1985). However, the value chain concept has evolved
over years since Porter’s definition.

Porter’s value chain

Firm infrastructure \
Support or
secondary Human resource management \
value
activities Technology development \
Procurement \
Inbound Operations Outbound | Marketing Service

logistics logistics and sales

- ne
Primary value activities

Figure 1. Porter’s (1985) representation of a value chain
Source: Porter (1985)

Porter breaks company’s activities down into single
activities. The method allows a firm to understand which
part of its operation creates value and which does not.
Primary activities are those involved in a product’s
physical creation, sales, distribution and after-sale service.
In detail, this involves the product interrelations inbound
logistics and operations and the market interrelations
outbound logistics, marketing, sales and after-sales service.
Primary activities are always defined as value-added
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activities which are “those customers perceive as adding
utility to the goods or services they purchase”.

Later on, the global commodity chain (GCC) concept
was developed by Gereffi in the 1990s, and developed
further with the value-added chain concept to the global
organization of industries (Gereffi and Korzeniewicz,
1994). Gereffi defines GCCs as “systems that give rise to
particular patterns of coordinated international trade,
rooted in transnational production systems”. Supply chains
are central to the GCC analysis. There are three unequal
relationships in supply chain that was defined by Urminsky
by 2005. Firstly, relationship between buyer and supplier
generally favors MNCs with suppliers having little chance
to negotiate their contracts and constantly being pressured
to cut costs. The second is management and workers
relationship; and third, between states and MNCs,
expressed in the tendency of MNCs to displace the state
and resume the role of labor inspectors through the
adoption of private mechanisms.

In the 2000s, there was a shift in terminology from the
GCC to GVC combining the analysis of trade and
industrial organization as a value chain. It is one of
analytical approaches that can be used to understand the
nature of linkages between local firms and global markets,
and to analyze links in global trade and production. It
provides insights into the way producer-firms, regions or
countries - are connected with global markets, which
influences their ability to gain from participating in the
global economy. Furthermore, it helps to explain the
distribution of benefits, particularly income, to actors that
are participating in the global economy. This allows
identification of policies, which can be implemented to
enable producers to increase their share of gains that
globalization can result in (Kaplinsky and Morris, 2001).
Hence, it plays a key role in determination of the
importance of upgrading the value chain and improving the
participation of each actors of chain or the whole nation in
global value chain.

2.2. Value added model

Value added can be defined as an integral part of the
total production value, as the added value of products
which are created and implemented in goods production
and consumption processes.

A smiling curve is an illustration of value-adding
potentials of different components of the value chain in an
IT-related manufacturing industry. The concept was first
proposed by Stan Shih, the founder of Acer, an IT company
headquarter in Taiwan, in 1992 (Wikipedia). According to
Shih observation, in the personal computer industry, both the
beginning and the end of the value chain command higher
values added to the product than the middle part of the value
chain. In the narrow sense of agricultural products, number
of the chain in global value chain (GVC) is shorter than
manufacturing commodity and value added at different stage
are also different. The key chain of coffee global value added
are: research and development (R&D), cultivation,
processing, distribution and marketing. Among this model,
highest value added lies at distribution and marketing
segment, lowest created-value added is cultivation.
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Figure 2. The value added model of agricultural commodity
Source: Dinh Van Thanh (2010)

The value added model has contributed to explain why
MNCs have focused on distribution activities, marketing
and R&D subsequently transferred them to developing
countries to carry out the cultivation segment. Parent
companies take responsible for R&D, distribution and
brand development and the low created-value added such
as cultivation has been undertaken by subsidiaries in
cheap-labor countries.

The main purpose of the following section work is to
define the current position or specific stage that Vietnam is
participating and how its value added is.

3. Research result and discussion

Vietnam is located in the tropical belts of Northern
Hemisphere, where the climate is suitable for developing
coffee trees, and brings Vietnamese coffee a very special
flavor. Robusta coffee accounts for more than 95 per cent
of total output, and Arabica makes up most of the
remaining 5 percent. In Vietnam, harvesting is performed
manually and is quite labor-intensive. The major
technology used was dry processing. Most of local farmers
dry coffee outdoor by themselves and then sell it to
collectors. Recently, domestic companies have started to
use wet technology with very limited scope.

According to the survey result of project “Enhancing
the competing competitiveness of Vietnamese coffee
sector by 2015 and orientation toward 2020 “, it was
estimated that (Anh, 2009):

+ More than 97 firms with capacities ranging from
5,000 to 60,000 tons/ year.

+ 18 corporations which focus on ground roasted coffee
and instant coffee. Among them, Vinacafe Bien Hoa,
Nestle Thai Hoa, Olam Viet Nam, Trung Nguyen and
Nestcafe...are key processors producing soluble coffee
with total output of 10,500 tons per year.

According to statistics from DakLak’s Committee,
more than 64 percent of the province’s populations - over
I million farmers - are growing coffee as their primary
activity. In addition to farming, the coffee industry is
responsible for more than 800,000 jobs in the whole area.

3.1. Real situation and factors affecting Global coffee
value chain

The coffee sector is very important to the overall export
industry within Vietnam and, therefore, this particular
industry carries a lot of weight in an export industry that
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already plays a relative large role in the national economy.

Subsequent to 2000 Vietnam became the second largest
coffee exporter in the world, following only Brazil.
According to the annual report of crop year 2014/15 from
MARD, Vietnam exported coffee beans to 82 countries
worldwide. The top fifteen markets accounted for 83 per
cent of total green coffee bean exports, a slight increase
from 82 per cent of the same period of the previous year.

Table 1. World coffee export by volume

Unit: Thousand 60-kilogram bags

C years 2010 2011 2012 2013 2014
Total 96,953 104,171 110,632 112,352 113,945
In which:

Brazil 33.052 33.542 28.324 31550 36,421
Vietnam 14,229 17,717 22 864 21,681 25,298
Colombia 7,822 7,734 7,170 9,670 10,954
Indonesia 5,480 6,159 10,722 10,882 6,166
India 4,647 5414 5,044 5,033 5,131

Exported share (%)

Brazil 34.00 32.20 25.60 28.08 31.96
Vietnam 14.68 17.01 20.67 19.30 2220
Colombia 8.07 742 648 8.61 9.61
Indonesia 5.66 591 9.69 0.69 541
India 4.79 5.20 4.56 448 4.50

Source: Complied by Author, based on ICO data.

Vietnam is not only the key green coffee bean supplier
for the United States but also is the major exporter to EU
countries. According to coffee report of Europe coffee
federation, since 2010, Vietnam always captures the
leading position of green coffee bean supplier in Europe
market. Vietnam does not only play as key exporter to
Germany market but also as primary exporter to high-
consumption markets such as Italy, Belgium, and Spain.
Nevertheless, Vietnam is still weak in exporting soluble
coffee and other coffee products. While green coffee
export has brought Vietnam the leading position among
exporters, Vietnam soluble coffee sector still does not
make much success and value added for Vietnam coffee
industry.

There are three factors which were figured out affecting
the participation of Vietnam in the global coffee value
chain. They are: (i) Comparative advantage of country, (ii)
Policies for coffee sector and (iii) Role of the Vietnam
Coffee and Cacao Association.

3.2. Participation of Vietnam in each stage of coffee GVC
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Chart 1. The participation of Vietnam in global coffee value chain
Source: Author
The detail participation model of Vietnam in current
global coffee value chain has been mapped out in the below
chart. Although Vietnam participate in global coffee

market later than traditional exporters, Vietnam has
quickly affirmed its position in coffee GVC — being known
as the second largest coffee exporter in the world after
Brazil and the largest Robusta coffee exporter.

The main form of coffee export is in raw material form-
green coffee bean. According to trade data, Vietnam
exported about 25 million bags of green coffee bean during
the marketing year 2014/2015. Export in raw material form
has caused the problem of low value added received from
export value. 95% of the total coffee production goes to the
foreign market and most of it is green bean coffee and
completely lost its original and brand name of Vietnamese
coffee after processing stage in consumed markets. The
rest of total coffee production have been consumed in
domestic market against the vast growth trend of foreigner
coffee chains.

Table presents the income distribution along the coffee
value chain between Vietnam and its biggest importer-
USA. The right hand side column displays the proportion
income of different nodes over the retail price. Farm gate
prices present only 6.2 percent of retail price. Even at the
CIF price, the proportion is also lower than 10 percent.
Between the farm gate and import harbor, Robusta coffee
goes through other intermediate agents (trader, processor,
exporter...). Although the difference between farm gate
price and FOB price is not significant, the coffee price has
changed noticeably from landing CIF to retail price. This
noticeable change has implied that the value added of a
coffee value chain is mainly created at processing and
marketing stage.

Table 2. US- Vietnam coffee value chain

Value chain Details US/kg | Proportion of retail
price (%)
Farm gate Price paid to grower 1.57 6.2
Export harbor FOB 1.77 7
Import harbor CIF 1.85 73
Roaster Selling price to supermarket | 11.49 455
chain
Retail Consumer price at 2532 100
supermarket

Source: Author, adapted from VICOFA.

The received prices of different stages of the whole
coffee value chain are assigned in the following chart. It
is important to note that there is a big distance between
prices paid to coffee grower and retailed price at
consumption market. According to the current coffee
price survey, for coffee which leaves the farm or
plantation as fresh cherry is priced at VND 35,000-
42,000/kg, corresponding to USD 1.57/kg. Afterwards,
local collectors/traders continuously sell these coffee
beans to local processors or MNCs, Domestic Private
Firms directly sell them to domestic roasters. If coffee
beans flow into the export channel, they would be traded
via middlemen and agents. At export harbor, green coffee
bean is traded at FOB price of 1.77 USD/kg.
Nevertheless, after entering the foreign market and being
transformed to final coffee product after processing and
distributing phase, 1 kilogram of ground/roaster coffee
has its price increased fourteen times in terms of retail
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price and reached approximately 25.32 USD/kg. This
evidence also points out that the most value added created
stage is processing and branding stage.

VIETNAMESE COFFEE VALUE CHAIN Price
USD/kg
Farm Fresh Cherry Farm gate:
1.57
Producing ¢
Country | Dry Process: dry | | Wet process: washed parchment
Factory | Unwashed green | | Wash green bean I
Exporter FOB: 1.77
Export {luties
Consumer CIF: 1.85
Freight and insurance
Market Impont duties
Import L Wholesale
Beans cleared for market | cost: 2
Agents ‘\\ o
Dealer \
Factory | Processing F | Coffee house I dFuciury
oor cost
& S - 1149
| Instant coffee | | Roasted& ground I
Retail L ~y Retail cost
Shop retail for l_ummcn.:la] and 25.32
h catering
wvmie mark et =
Bar/cafe $5/cup
Coffee bar lkg=30
cups

Chart 2. Vietnam global coffee value chain

Source: Author, adapted from Fitter and Kaplinsky (2001)

Trung Nguyen coffee company is one of the true stories
about building brand name for Vietnamese coffee and
being the mirror lesson for Vietnamese coffee enterprises
in trying to help move the nation’s coffee up the value
chain from an exporter of beans into a recognizable symbol
of quality in its own right.

Trung American Net of retailer American
Nguyen company for and super CONSUMET
Coffee roast  and markets n

Company grind coffee USA market

Figure 3. Export channel of Trung Nguyen Company to U.S market
Source: Dung (2007)

Trung Nguyen is an exceptional case among the
domestic enterprises that got investigation within the
region. They are the first one that has built the trade mark,
opened the website and exported ground/roasted coffee
into many prestige markets. In addition, Trung Nguyen has
been the first unit application of Franchise in Vietnam
since 1998, currently, delivering Trung Nguyen coffee
product to more than 1,000 coffee shop across Vietnam and
8 shops in foreign countries such as: U.S, Japan, Singapore,
Thailand, Cambodia and China...

Trung Nguyen export on FOB prices, transport by sea,
ships defined by clients. Export to be on FOB, import tax
to US’s market is to be shouldered by company purchaser.
Major export products of Trung Nguyen in US’s market
include instant coffee or coffee cans.

In brief, after 30 years enter the coffee production,
Vietnam has participated in coffee global value chain at
production, processing and export stage of green coffee
beans. Lately, besides optimal exploit value added of
available stages, Vietnam has ability to participate further
into higher value added of coffee global value chain,
affirming an appropriate position of Vietnam coffee in
international markets. Vietnam’s coffee industry is
expected to grow strongly in coming years following the
vast globalization It opens many more prospective-doors
for Vietnam to enrich the agricultural economy and
improve farmers’ livelihood from the coffee production.

4. Proposed solution to enhance the participation of
Vietnam in global coffee value chain

4.1. Solution to improve the participation in export stage

Promoting the quality of coffee products to effectively
participate in global value chain.

Concentrating on increasing quality, diversifying the
products in roasted/ ground coffee sector to meet export’s
demand, paying attention to demand and needs of
importer’s market.

Enhancing consciousness of national enterprises in
building trademarks and brand developing; emphasizing
the image of Vietnamese coffee at international market.

Promoting the operation efficiency of Buon Me Thuot
coffee trade center to establish the modern coffee
assumption system, adapting to domestic and international
trade process; Sailing into domestic market.

4.2. Measures to improve the participation in marketing
and brand development stage

Marketing measures:

Organizing and strengthening management of retail
systems; Establishing mechanism and policies for state-
owned and private enterprises to participate in the
competition for the coffee supply

Creating mechanisms and policies for the domestic
retail coffee businesses to gain land and capital in order to
extend their retail chains as planned; providing investment
incentives to build infrastructure; strengthening investment
in trade promotion activities.

Improving management practices in franchising system
for coffee; Strengthening domestic market promotion and
development

Brand establishment and development measures:

Further improving the legal requirements for branding;
providing information, supporting on consultation,
organizing training courses for businesses; Establishing
large enterprises and businesses specializing in coffee
export.

Creating awareness of products with good quality,
reducing intermediary distribution channel to gradually
build prestige brand for Vietnam coffee; Selecting the
reasonable branding model and formulating overall
strategy for branding; Registering national and
international trademark protection.
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