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AN ASSESSMENT OF THE WORLD MARKET FOR VANILLA

SUMMARY

The vanilla markets have been unstable recently, primanly due 10 changes in Madagascar, Whilst
supply patterns have begun to re-stablise. it is not vet clear what will happen 1o prices. The
apparent re- -establishment of firm prices and a strung industiv price framework in 1993 has heen
distured again in 1994 by a unilaeral price reduction by Madagascar of the kev marker mice
tn 1I8860/kp. There remains the pmemml for. and therefore w 1isk af, a dramatic decline in
prices. and over-supply aof the madber in the future,

2§ Lanka should target it’s supply on the high auality pant of the raarket. There is scope for a
Jeast 20 to 10 10ns in the market if approached m(mex]\ and 1argel totals of Jess thaii 10 1ons
would offer Yule long term interest to the trade. Whilst higher rargets could be taken, this
would imply direct competition with the major established origins in all the major markers, and
3 Lanka does not have the exnerience of local production quality or costs 1o be able ro 1ake
a reasoned commercial decision on jis likely suecess with such a strategy.

The l:l'(‘ for the 1993794 \I; !d:n':\\L‘ll CIOD WA T7Q¢.7J./kg but this has been uni]a[em]]v
lowered 1o USSA0 recently, Fxisting comracts for other origins are being ¢ @ld ar their original
vrices, but the new season supply from July 1994 onwards can be expected o be repriced to_
reflect a discoumt 10 the curvent Madagascar price. Prices for high quality vanilla fmm other
origins are expected to he around or below T »WSO/M If Madagascar pricing remains stable this
price should be maintained, or could firm slightly towards USE55/kg. If the market stabiliy
breaks up. prices could falt to below USEL0/ke

To maximise ji's competitive position, and it's mavket flexibility in icims of export price, Sri
Lanka should concentrate it's deve]onmem of the vanilla sector on small scale smallholder
outgrowers providing green beans 10 a restricted number of reasonable scale, efficient, high

quality processors,

The main nrospective potential security for achieving market enuy and market demand for 3§
Lankan vanilla a1 prev uhnu market prices (as opposed 1o mauketing strategies that depend on
discountine ra stimulare demand) is the comparate finkage hetween Levers (Sri Lanka) and Quest
International through the Tnilever @oup, TEis imponant 1o 0y 1o secure Quest's interest in
prrchasing the cron 1o secwre initial maket entiy. D:lHlLll]dl]\ for the early, small crops.

1. INTRODIICTION

Thete is a move to develop vanilla as an export crop i Sri Lanka. The current development is
heing ectablished on the basis of smaltholder outgrowers, centralised estate processing, and the
nosible developmoent of a small carate production <ecton,

Plamtine npderial L heen secoed St conld plant up io 100 ha (240 acresh A ol
development this should provide Between 15 16 23 1ans/yn of cared vanilla (2iven 1eisonahle but
not high eldal These production Jevels wonld ne achivved after 510 6 vears - by The vear
010

e e paet 25 cars, the supphcand pricing of vaniliacin the mankes has been dominated by the
canted Dased on 2 adanasean eooduction Teapreased ieeemthy thae this was likely 1o break up.

with copveanept instabiiing in lh solerres supnlivd ta e puand e snd prices achioved. Given the
nolent; tl pte of spowtle af the crop e in S Tand o md the requeste for suppost 1o the secton,
hin eview swoan commissioned 1o invesigate e (e den e and price levels for i Lankim

tiradieetiogg
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2. BACKGROUND
2.1 Production and exports

Warld vanilla production is highly variable on a year-fo-year hasis, with disease and weather
conditions having a major effect on production Jevels, Total annual moduction varies in the
range 2,000 o 3,000 tons. Waorld production is dominated hy Madagdwm Annual production
1otals far Madagascar have vinied over the range 500 10 1500 1ons just in the last 10 vears alone.
This instahitity of production, and the resulting insrability in prices. led ra the farmation of the
Madagasean-based marketing cartel under which market volumes and prices were jegulated
through the use of buffer stocks.

Madagasear remains the largest vanilla producer. with long term average production levels of
around 1.000 1o 1.200 10ns/v1. However, Indonesian production has grown f-ul)xmnnall\ aver the
past 10 vears, rising from 500 tons to a capacity of over S00 tons. Production in the Comoros
Tslands varies in the range 100 10 200 10ns/vear. No other country produces more than 100 tons.
Other minor pinducers are Tonga, Reunion. Mexico. French Pol\v esia and recently Uganda.

Historically, exports were dominated by Madagasem. with 60% 10 70% (by volume) of the winld
marker. However this dominance has been lost. Madagasear now has around 40% of the expont
market (by volume) and Indonesia now holds an equivalent market share. Madagascar stll holds
around 60% by value of the total export market.

Exports of vanilla from Madagascar have fallen fiom over 1,000 tons 10 vears ago ta cuitent
levels of around 700-200 tans, At the same time, exports from Indonesia have risen from around
200 10ns 1o 700 10 800 10ns. Under current expont regimes, Madagascar js placing 300 1o 400
teas/vear into store, removing it from the market. No other countrv operates a central stock
holding programme, so the pressure is on all other producers 1o expon the entire annua}
nroduction on an annual basis.

2.2 Quality

Vanilla auality is assessed on the hasis af the vanillin content and a qualitative assessment of the
wider aroma profile. Vanillin dominates the chemical basis of the flavour extract, and is 1aken
as the primary factor. Madagascan vanilla (Bourbon vimiila) is taken as the industiy standard.
Other origing are assessed on the hasis of their vinillin content and their aroma profile in
relation o Nadagasean origin,

Praduction from the Comotos and Reunion coma under the Madagasean auality umbrella,
Fiowmern Comoras production is pmuch more vipiahle in auality than Madagascean. and prices
vy accordinoly, In addivion. Comeras vanilla is oficn wenor than Sadagasean as i is primarily
cuttent vems sopply (ravher than ex-aore) and the higher moistie content will he reflected in
g o prices, Feunion is a small producer and groducet goes almast entirely to the French
paarh et Lo sabe in the domestic setail whole heimn pymkos

The vl mand e i asgealls divided into mwo seeticie, the high gualiny and fow gualine mard ets.
The bich guatite makat is primaily coppiicd b Sdasaecn Commos and Reunion, togethe
with addtiticaal wapplios from Tonga and Freneh Poalvnosia and & pane of the <anply fiom
Tndonesia, The dow qualinn, meanker is dominaged By indonesiin supnly -

Hidonesia b doveloped o dominance inothe low waldies walien for thyoe major reasons,

arowers in Indanesizc e taditionally avested immatare heans Gas i protection against
Tl oraducing o cured Bean with jow vmillin content and paan aroma nrafie;
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- the marker in the 1IS has encouraged the development of a lower priced lower quality
source 10 balance Madagascan supply (and 95% of Indonesian expons are to the US);

- in the aperation of the buffer stocks under the Madagasean based cartel. low «uality
beans were brought-in 10 atere and ot released for expor. Jueely aesticting
Madagnsean expotts to a high quality source,

I is estimated that 80% of indones an vanilla exrons fail 10 meet Government export guality
standards.

2.3 Madagascar-based cartel

The stiucture of the vanilla industry has been dominated by the NMadagascan-based Vanilla
Alliamee (Univanille) marketing cartel. The basis of the cartei has been the regulation of annual
export volumes (through buying-in. and releasing vanilla from store) and annual export prices.
The cartel covers the moduction from Madagasear. Reunjon and Comoros. Expons were
restiicted 1o a small pumber of dealers and processors in the West who liaised through their
respective vanilla 1rade associations. Yolume guotas allocated cach vear 10 the three producer
countiies are usually eencrous enoueh to ensure that the tade is not resticted.

Prior to the formation of the cartel (in 1968) vanilla prices. and s ipplies 10 the markel, had been
highly variable, Since it’s formation. supply has been consitlent. and prices have largely™
maintained their real valee, Current prices were around US&74/) ¢ until the recent reduction in
nrice by Mudagascar.

As a result of the activity of the carrel, Madagasca had again recently built up stocks of 3,000
10 4.000 1ons of vanilla in store. This stock had been built up since 1979/80 when the earlier
stocks were entirely exhausted cavering for small crops. A contract was let in 1991/92 for the
regrading of this stock. At the same time, pressure Trom the IMF and World Bank was for
Madagasear to release vanilla from store for sale. As the stare held the equivalent of two vears
world supply of vanilla, the effect on prices and production would have been disasirous.

Tnder the price srructure of the ciatel. producer/processors in Madagasear have oniy received
arond 30 of the evpont price (eauivalent 1o mound TSI25/Fg at cuptent prices). with the
pemidnder voing to the Giovernment, 1t s e seaie of this difference between the financial coslt
af production and the expor price which Bas atacted and opened the merket 10 athe
praducers Hrom diffeiest ariving whn fine been able o ar ot the matd et st by hly profirable
prices whilst sl aelline a0 disenon 1o tie Madagasea price. The action of the cantel has
herefore pesalted in the Joss of Sadaeasear’s position s+ the dominant supplier by volume.
thauedy it e sl maintained i's position ws the dominamt supplier by value.

T B beenn evpocted ding e cartel will Faeak up ar some stage given the seale of the benefits
thar are aeciing 1o non el fembers and the increasing pressure that non-carel members

ate pattine o Nadagaears mark et share

2 Export prices
Prces for Madaciean vanilhe (ol ack G «nul Dol of the 19507 fram prices snosind
PEITO0 0 10 moondd ETEITY 0 0 1 G090, Prices were paisad 10 TE374/0 ¢ 01 the 25th

Pl rommite from Fobias 1000 o Fole mind o0 w::muuc(l atthis lavel un o lln masent. Al
the end ol e 000 5 Tnddenesion il ecrading in e vang TR0 35 L e with ton quality
Canithe achienine TETAGA o Battom gqualin, TTER20-25/k0 0 Soainst this proe hinetare, rices
for von el e sl vandths pose from a1 wnd 1ISE507) g in 1990 10 .nuund T VT
16 :
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Top quality Comoros vimilla will achieve the same price as Madagascan vanilla, bw as noted
already. quality of the crop is not as unifortn as the Madagascan erop and this will be reflected
11 the pricing. with the lower quidity grades depressing the average price 1o around USS60/kg.

Madagasear has juse tnilaterally lowered its export price 10 1I8860/kg. The market has not had
time 1o adiust to this. and 1o pevise the prices for other vrigins, Tt can be prajected that the top
auality non-Nadagasean ariving will have 1o lower their prices fiom around TiS$60/kg o araund
118850/kg, and high guality indonesian previously prices at USE50/kg will fall towmds USS45/kg.

2.5 Demand

Total annual world demand for vinilla tescluding re-exports) is around 1,600 to 1760 tons. The
majer import makers for vimilla are the US, Germany, and Fiance. These thiee countries
account for mound 75-S5% of world imports fiom producer countries. Other significant import
markets are Switzerland, Canada, Tapan, UK and Netherlands.

Vanilla is used as o flavowring. piimarily in the food industiy. but also in the fragrance industry,
The bull of the demand (over 9050 for vanilla flavowing is supplied by antificial vanillin s an
eauivalent price of Jess than one tenth that of natwal vanilla. Natwial vanilla i i niche product
A the high valee end of the magi et Within this niche market one of the major uses of natual
vamilla is the jee cream martkel Gieccounting for over half the usage of natural vanilla in the US,
for example). )

Demand for the sabstantially more expensive narural vanilla is maintained partly by it's intrinsic
auality tartificial vanillin being a simplified substitute) but also. and citically, by food labelling
jegistation. The three major import markets (the US, France and Germany) all have very
stringent food product label Jegislation. Demand in the US market is secure under the Jabel
legislation, and any widening of the scope of this legislation to include fr zen voghurt deserts
would increase demand. Legislation and demand in Germany and France is open to change
under the EC single market regulations, as other EC countries have far less stringent standards.
The effect of these standards on demand is seen in a comparison of the TJK marker. The UK
is the targest matker of jce cream in the EC. vet demand for natural vanilla has only ey
risen above 30 tons/vew in comparison 1o impat Jevels in each of the Foencn and German
corhers of 200 ta 300 tons/veant.

3. CURRENT QITUATION AND FHTURE TRENDS

3 T7. 2 Madagascar based cartel
The operation of the cartel is based on a sivong and arganised government in Madagascar, This
has not been resent during the Jastawo vems while the couniry has been offectively under-
eniny 1adical corniitarional chiamee and the removat of the President. To service and satisfy the
manter the capel must ennare e tie crap s purchased. the export demand is supplied. and
noeron fead s oro Gl the cvdem teenter the nenb et thraagl another doog. Giis s he expant high
price opintained by the canred aad e rekrively Jew price paid to prodacer/prosessons. the
atnpaction ol weone for sabstantid Jead age moviding suppijes oo end asers at sabstintial
diveannte whilar e cone time vivine sobaamially inereased paices te producec /procesaons

ot
Pentine 1997 e aetivnies of the carrel appeared 1o b brealing un SVhiie the official oxporn
Grive Wiy TS50 0 e Gionvernment did ot appen to have e funds e porehase the eron

Tt bemn.e. ApLag that cubsantial I_':Ii\.ll\‘ woles af vanillio were I)cing wedde 1o CTamorns at prees
34 0 with the Camenas then selling on the Bauhon vnilla ar TR350. 60700 Same
povoners i the SV wene sfrelore SOle ta by bomban vnilla o g el somtial diseannt 1o

of 7S
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their competitors. the Comoros were making a good jefum on i new trading source, and
producers in Madagasear were receiving @ substantially higher price (20% 10 40% higher) -
(hmwh still low by world standards for high quality vanitli. Export statistics also show that
producer volime guotis have broken down, The quotas for 1990791 were Madagascin 744 10ns,
Comoros 155 tons and Reunion 20 tons. Madagascan exports during this period were over 800
tons. Tn the following two vems, Comojos exports ware over 240 1ons. showing the jeakage of
product from Nadagascar.

By the ond of 1997 it appeated that the cartel was likely to collapse within a few months -
befare the end of 1993

This situation was then appatenths reversed  the authority and activity of the caitel 1e-

wrablished. and the market basis for the carel’s activin reaffirmed. On the evidence of mid
l’*‘) 30 was expected that the status-quo of the cartel wauld be maintained {51 at least the next
w0 10 three vears - effectively as long as could be reasonably foreseen at this stage.

The bFev factars on which the change in expectation was based are:

the conntn had stabilised. with a new constitwion installed and a new President elected.
and wasin the pracess of clecting a new parliiment:

the countiy had reaffiimed iv's maketing stategy 1o be an exclusively high quality
supplier to the market:

- a moglamme of destuction of vaniida stocks was being cartied out to jemove the
averhand of low quality vanilla on the edge of the marker

Repatts from the trade in Madagasear said that the new Government fully intended to maintain
e maliey and programme of removing excess and low guality vanilla from the market, and
would mait. ain the stork holding and pricing policy necessary io do this. As the policy .1pne.ued
10 have suppont from both sides within the Government it was expected confidently that this
would take place. The activity of buming existing stocks was seén s evidence of future
intentions. and was reportedly being implemented openly Gind supervised by the Ministes for
Tustice), removing specnbation that stocks were in faet being \llrnmd awiv to the market. The
destiiction of thoswe sioel s removed a potential overhang of substantial tmassived stacks of
vanilia on the mad et that Tiad iseld Boen depressing prices. T0 was adso a clear staterment that
the conmin Las reiveid ootside poessore 1o selb off existing stocks and completely liveralise the

Ll scctor relaning §U T ale open fee mank ol

Vhe ewpecttion wirs hierefore thae Madagasear would continue to limit s supply of vanillao 1o
the Mtk et o Ligh aualiny produet soid .muuh the Ciovernment control. 1Cis quite possible that
the wartkines of thic aaem may be fiberalised (with private seetos companics imulved a1 the
Sadipasear onddand formalitien af the export side tonly dealing with nominated dealets. and
et fising of oy pont deveiss may be dispensed with as they are no jonger neeessiny 1o the
drnepy of the tain contiol of ceport price and aualine However the andetiving logic and
prcene was that Naelreancia wookd puintain iU prieeZaualing pesiine e dong as il codd
::1,.3-1'.|-i|| e ‘.-l]l[ll'l‘.-'_ ’ ’ ) )

e o i et B s e ".i.nlu anear Do piatanained i interal nunmpni:, cottiot of
Prie nued 0 Lo Beepedieed S o et paee amiberenadt o PO Thiv vas done ot as it
ob it rally detenmined i sine soaters footeain et volume shie, bal apgtanth
Cored this ie ony thee Latds of isaheaprnaded peportad e aosap o Bring the P51 back inie e
conmty e i hod wadh d ent i re e toa dabionss mining deal,

Nownre biowe if the cornny will continee o maintain conniol of the secton, just holding prices
worhe e Level ol sdos oy te e ostabdici the caivinal Bivher price fevelss o will continae
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in the short renm o deregulate the whole sector. allowing the private sector control over expart
volwnes and prices. I the latrer accwns, sabstantial price instability could be expected, with high
guality vanilla prices falling to TISE30 to 715307k as Madagascan processor/exporters sought
1o increase mard et shage againg Indonesias and market 1the entise Madagascans crop, whilst still
achieving higher tetains than they did under the controfled system,

However, complete deregulatoin of hie systenn in Madagascar will only happen in the shoit tenn
if the government has lost its political wiit 1o control the sector. The benefits friom control still
exisl (manimising export pevenues), and it has already taken the necessimy support steps of
remoning the overhand of hie buffer stocks and tightened contiols on purchase and leakage.
Therefore, despite the recent lowering af the price, it is judged that the government will maintain
contiol over e sector aver the nest few vears while it continues (o manitor and assess ity
mit et shine,

3.2 Production and export

\Madagasean exports have varied in the tange 600 to 850 tons/year over the last few vears, and
the county will cenainly want 16 maintain this level under it's current marketing strategy. If jt's
st ot shane falls sienificantdy then iCs whole strategy (the volume, auality and price which it
songlios 1o the matkeny may change. Production §s. on average, @reater than this. Tejs still
estimated 1o be around 1.000-1,200 tons/vr, so the export strategy implies that all low auality
and some high quality production will be brought in to store - prabably 200 1o 400 tons/vear.”

Praduction in the other maior praducers has been resuicted recentlv. Production levels in
Indonesia. having risen 10 atound 800 tons in bath 19951 and 1992, were estimated at only 300
1 400 tans for 1993 with 500 1a 600 fons exnected in 1994, Climate and disease have both been
involved in this drastic decline. with production declines occurring in ali the produciion zones
within Tndonesia. Bali was the dominant source of supply within Tndonesia, providing the bulk
of the volume and the best quality supplies, though Java was expanding rapidly. Production in
Bali is now suffering from a maiar duease problem and this may develop into a long term
prablem for praduction in that island. Re-estabishment of earlier national production levels may
depend on continuing developments in Java and the other island groups.

Production in Tonea has ala been severely effected by both weather and disease, Advense
woeddbeer i 1997 pesudred ina poor eran and poor quality, and a dethal viras disease has tavaged
aeany plmvations, with some being wholly abandoned. Farlior export fevels of 3510 20 1ons (and
proiections of production of ap 1o 70 tanst were expectind 1o heredaeed o 3o 10 tons in 1993
and build o rea he slow The incamplere impors dida amailabie for 1993 shows minimad
repopts it purchises were made, If the viral

impcns from Topeas b the nade in the 173
disease cannot be controtled, the statas of the crap in Tonga may change.

Production in Comoros is evpeeted, te continee af current devels in the mange 1068 1o 150
ron/v e Reomon iconly aosmall sunplicn is not expeeted 1o expand significantly. and mainly
cunnites o rerdl viche mart er within Franee. French Polvnesia CTahi) isoo declining supplier
Pacal conr are s biel that fhe o s ecomiine oncconomic for loeal modoeass Production
Lovels e ade vers sl and i any fosther price falls aeear this somree will probably Gall oul
of the mad et onkess o eadical estiuctuning of Toeal cosrs occmrs with the semoval of French
activities oo e s

S recalt e current e establishmen of e indosts straetare within Madagasea - and the

cevere disietion oo oroduenon b ndonesia evporis to the wodd man ket will e reduced over
Hie bt S o Seare aned the potential foraoven abebantiab increasae i export e aemoval
af open voimne and gualing contod and sade of sinel <in Nadapancar and cantinaing increises
coraduerion o Fadopesiot fas been removed. These cspan projections wounld provide the basis
(o stabilivaion, and some finminge of expor prices Jf Sadagasear caontinued toesercise i
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consistant pricing poliey.

33 Quality

The matker divides on quality. Madagasear is the principal high quality source. Comoros,
Reunion. Tonga. French Palynesia, and now Uganda also supply high quality vanilla. Indonesia,
though principallv a low quality source has been increasing it's high quality supplies to cunrent
levels of mound 100 tons/vear, placing it as the maior second level guality source with Comoros,
after Madagascar.  The matker expeets high guality vanilla exports from Indonesia to move

rawarde 130 tons in the fulare,
The low auity market is dominated by Indonesia,

The size of the high quality vanilla market is curently estimated at around 800 to 1,000
wons/vear. upply is daminated by Madagasear, providing atound 700 to 800 tons (o the market:
around 400 .0 500 1ons to the TIS, and 200 1o 300 tons to Furope. The Comaros supplies 100
10 150 tons (though mote if slinpage ceeurs out af the Madagasean supply). Indonesia supplies
up 14 100 1ons Tonga has been supplying around 20 tans. and Mexico has in the past supplied
up to 35 tons.

Supply ta this quality market is largely in balance with demand. The major danger of instability
in the market is through over-supply. The principal sources of this would be either a significant’
increase in Madagasean supplies. a further increase in the supply of Indonesian high quality, or
development of a major new source (say Uganda. that could in theory supply 100 tons/yr or
mote: ot o development in 3 Lanka o similar levels).

Reports from Madagasca in 1993 were that provided Madagascar could maintain current Jevels
of sendings to the market at current piices (around TISS75 in real terms), it would not inciease
matkel volumes. Tt was considered that Madagascar will only increase volumes if it finds demand
at these prices falling significamtly. or if prices themselves fall, Tt clearlv has the competitive
ability. thirongh pricing and volume. 1o react aggressively if it's market share (value) is threatened
by the activities of orhers. The critical supports to this comperitive position are that it has extia
volume ta supply. and viven the relatively low price paid to producer/processors. remaval of the
cartel  pricing stieeture could still e eoupled  with significantly higher  prices 1o
producer/mocessars and o significantly lower exporl price.

Pidonesia has buitt up levels of high qualite exports o around 160 tons/yenn. Given the size of
the overdl crap gecent jevels af 306 rans/ven s with the ball of it gaing out a fow prices
(7S50 o1 lecar i has both the potential and i financial incentive 1o continue 1o increase the
fevel of high auslinn moduction. However, acting against this in the short temm e the vary
stbstantial fallin moduction level expeeted for the 1963 and 1964 crops. the very stiong finming
of prices during 1593 for dow gaadite vanilla (low quality cots up fiom USF10/Le 10 TIS820/kg,
with prices for ather betrer pudes up 307000 and the taditional need for the grewers o harvest
vatly Gind therefore doose aualitgy o ownd againa thefl, T judeed therelore than Indonesia
Boundit it sebntanialie caeecd 166 ton el avaliny Levels over the neat 2 1003 veans,

Itic not poseible o forecast what will happen 1o Indonesian supphy bevond this 2 10 3 yem
veiad with oy eotainte Wenld demsand. e iy position for ather aniging and the price for
the fower srades will adl be iroived . Given the destioetion of stocks in Madaeasea the finming
af prices of Tow auwding vanilia cedneing the ebise premitan for bigh auadity supplies, the
maintenanee of denmd for Jow gualing sopplice and the maospect of donger term moduction
vaobicoes o Bali there i aressonedhico praspect than the sopphc of high gaalite vnille may oot

vive stenficonls ahove 050 toae for songe time

Sappdiee af hich aaality Ginille froi the minor arigins Tave been declining recentlv Tangan

S jwiilest T DORURMENT
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exports are expected o slump from around 40 tons to under 10 tons, Mexico has already fallen
from around 40 tons 1o under 10 tons over the last 5 vems, French Polynesia has declined 10
4 marginal sowece, and Reunion has declined to supplies in the range 10 to 15 tons from eatlier
fevels of 20 10 30 1ons. Overall supply from this group of origins has declined. oy is expected 10
decline. from aound 100 tons/vear (o atound 30 1o 40 wns. However. exports from Uganda
are farcast 10 yeach 20 to 30 1ons by the vear 2000 (fiom carrent Jevels of around 5 1ons) and
it has the plantings to increase production up to 100 tons/yi shortly after this (though having

the plantings in the ground. and actually achieving the production, are not the same).

Low guality vanilla comprises besms with Jow vanillin content fess than 0.74% with o further
viading mound 0.10%.) and cuts and splits”. Tndonesia dominines this supply, with ayound 954
of exports going to the 'S0 Within the curtent price and supply stiuctine demand for these
grades 1emains firm, Given the ageressive production and markering poliey that has heen adapted
by Tndonesia, it's large production potential and it’s ability to supply at very low prices, no
competitive advantace is seen for any other producer in this market.

3.4 Price

o~

The maket prive for Madagasean vanilla in 1993 was atound USS74/kg, with Comoras supplying
mound 13S3607ky. and Indonesian supplving high guality vanilla around USE50/ke. The

emergence of the \upplv af large volumes Garound 100 tons) of high quality Indonesian vanilla

reduced the price for non-cartel origins from earlier levels of around US$60/kg, although the
minor origins iwth patticular quality or industry attiibutes (Uganda, Tonga ete) have maintained
prices mound 1788607k g,

Madagasear has now reduced its export price to TISS60/kg. I Madagascar maintains it's current
price situctwe, #nd on the assumption that Indonesia will not exceed 100 1ons/vr, prices for
non-cartel origin high quality vanilia should remain in the range US$47 to bquO/ko at least
aver the next few vears, The price level will also be supported by the decline in the other
traditional high qu.ahly sources. A slight firming in the current price of USE50/kg towards
USES5/ke is possible for origing with quality similaritics 10 Madagasca,

With the shamn dectine in the Indonesian crap. prices for the hottom curs giade have recently
firmed from 1331071 ¢ 10 T38220/0g. Zine and Trieste, the dominant (1i2) buyer of this crop
were huvine up all available stocks of this qualite in 1993 and this should continue in 1994,
Prices of 0107 vanillin vanilla have fimed from mound 17782207k 10 mound TiSE30/k g, These
prices e e esoeeted 16 e maintained ar over TERE20700 for the nevt few yems given the

reduced cropy expected

3.5 Demand

Premand for vanitia has beer underminned by produaet Label legislation in the major maslets (U8

France Germaniy The legishnion in TS js secare, and that <shauld ensure that conent demand
ot e paintained. Witlin this 17 fepislion. the Class 2 division. where products contain a

vimilla/vdilin micrse, has resalted inthe demand Tor the Jow qualin. low price vanilla than

fndonese cannlios

Tl bsone cacnbationcin the U thar die e of the deeichajon canld be didened o inchude
Ui e dhevetotaaents af Bosen voglnat desentss I this doee seerr this should resalt in an

ineren e b b

Tiettand in Pronee aovd Giermatiy v also supported By similan fegisiation. e the sane of the
19507 he Foropean nade s concerned that onder the pew gegaliaions of the FC Single
Sark et reguitine Lo ation of standinds across b il et due o be implemented at the
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end of 1992, regulations in France and Germany were to be watered down to mateh the common
bortom denominator of the UK regulations. 1t was feared that the effect of this would be 1o
reduce demand for natwral vanilla in France and Germany as companies were able to replace it
with artificial vimillin in their products,

No clear picture has emeiged on what is happening in the EC on the harmonisation of standards.
The trade seems 10 have forgotien about the jssue and the EC is able to provide no clear answer
(M. Factually, the individual national standards have remained in force in the different member
countiivs, and produets that are made and sold in one country may also be marketed (without
change) in other countries where different standards operate, under the legal precedent set by
the Cachis de Dijon 1uling. The cantent situation therefore should ensare that demind in France
and Germany s secure. Substantial change in their demand would only come about as i vesult
of significant developments of impoits into their countries from the GK or uther Jow standard
prodacers. This is unlikely.

Whilst harmonisation of praduct legislation is still seen as a goal of the EC, they are restricting
cwient work 10 major product areas (domestic fats (spreads) for example). Also, a substantial
yeaction within the EC has taken place against the movement to unify and harmonise evervthing.
As the Cachis de Dijon nuling enswes the ight of enniy 10 all markets for all products
originaing in o member countiy and meeting standards of that otiginating counny, it van be
expecied that pressure 1o fulls hanmonise Jegislation for individual products across all members
will only veewr for those praducts where the uaded (eross boarder volumes) are very large

and/o1 real health and safety issues occur. Legislation with yespeet 1o use of vanilla and vanillin™

does not come under this heading and the cuirent situation of maintenance of national standards
is likel 10 remain. No majm new FC Directive conceming vanilla is yeported as under
preparation or planned.

There was a lof of (alk in the tade a few vears ago that developments of hio-technologically
produced natural vanilla (growing of cells in media culture) might be successfully developed and
remove much of the market for the nauual field-grown crop if the product could gain
acceplance under the existing product legislation. Two separale companies in the US were
reported ta he working in this area. The view now is that this work does not represent a
significant risk 1o the demand and usage for the nataral crop.

4. ALTERNATIVE LONGER TERM SCENARIOS

i undikely that the currend prive and supply siructure will be maintained indefinitely. The
cnnent review sees that it shaukd be mainiained for at least the nest 2-3 vears, but o that
point it nay again come under pressure from cither volume or price.

The likely developments that wouid yesult ina hreaking of the current stueture. lzading to an
over -suppiy of vanitlic and aolsanting price falls are:

a significanr inciease in Indonesian produerion baek ta and above the endier 00 ton
Tevels ineluding sienifieais more than 100 0ns of Bigh aualiy producr poduced. This
worhd pestiiet Madaomsan os port Jevels ander theit closent pricing stiateer, Sadagasean
wonld hinve e clenn apdion 1o veduce prices and offer substantial increases of supply {in
additional 200 10 06 e cenn apant from the substintial stock haldings).

a veduction in he basic davel of demand for hich analite vimillac 1 demand fell,
Madagasen would beable o recantune o of the Tow gualiey malet through
increasine sopplicg amnd ey prices. Ss o resolt the manket for fow qualing praduct
worthd e removed as trede s able to by better awaditg for similar prices. Giiven the
secity of denimd acoesed o the U5 and Fravope this s jodged as unliloely.
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e a breakdown of the management of the cartel itself. If the expart of vanilla is released
without conttol to the private sector in Madagasear, with no stockholding provision,
supplies would increase by at least 200 1o 300 tons/vear, and prices would fall (and could
fall substantally while still offering improved 1etums to the exporters aver current
conditions). The canel could break down either through positive decision of the
Government, or through a failure o manage it rigorously and allowing discounted sales
10 be made to the makets either directly or though substantial smuggeling, This is seen
as a real possibility, particalarly in view of the recent price changes in Madagascar.

An open matket in the vmilla tade would Jead 1o a4 domination of supply by Madagascar at
substantially lowet prices, and diteet competition between Indonesia and Madagascal for supply
of the low guality market. with part of the canent Jow guality purchases being removed and
replaced by purchase of higher quality but still Tow nriced Madagascan vaniila. Madagascar
would have an extra lever in this competition through selective use of sales from stock, allowing
it 16 massively depress mices in particular sections of the market if it chose. There wauld be no
yeal place for supplies from other ariging unless the paricular characienistics of their product
was specifically liked and 1equired by certain sections of 'he market. Ta the extent this was true,
thev could find a market at the prevailing price for equivilent quality levels. High production
cost origins (Tonya, French Polvnesia. Menico, possibly Reunion and Comores s welh) will leave
the matker as prices fall below T32350/40

As noted eatlier, whilst moving ta an open market could not maintain the current gross exp()rt"
yevenues received by Madagascar, the producer/processors could still improve theiy return from
the crop under such a regime,

A reasonable view of long tenm price levels e for when Sii Lanka would be a commerical origin)
in the absense of a cartel is that prices for high qulaity vanilla could well be around US§40/kg.
Competitive origing would have to he able to vperate profitably at these levels,

5. PROSPECTS AND STRATEGIES FOR SRI LANKA

3§ Lanka can only sensibly develop as a suppliar of high quality vanilla. The supply of low
quality Jow priced vanills is wholly dominated by Indonesia. and Si Lanka could project no
material competitive advantage in this market. S1i Lanka has already proven that it can praduce
a voad commercial quatins vimilla that is aceeptable 1o the market. Given that this was a first
sample. and iean size and tineness were probably nor optimm, thev s a prospect of further
sienificant improviment inoguality. B the event that competition for matket volumes inereased
absiantialiy, the only prospeet thar 31 Lanka would lave for maintaining market shiate would
be as a supplier of high gualine vanilla.

Any comericad development of viniliain S Tanka must be hased ¢n the expectation that:

prices envld fall cubstantially diing the nest 3 1005 vears, and & long term base price
of atoundd TSR0 0 s possitile:

dwing the initial petiod of any price change prices could be ven volatile, falling 1o vary
Jow lovels while the nuator ried o establish aonew priving st e

e Jone term stovivors i e vl maber will e the Jow cost producers (production.
procossing wanoding) that ecan hreal oven periods of very Jow prices. and make
Fensonalie commereiai mamving on e erm eapert price expectations of TEE35 10

THEIG/ e
With o eveess of supply cver demand, seconin of murker entry will Bie based mound high
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and consistant quality, and strong market linkages with key customers;

- production of more than 20 to 40 tons/yr of vinilla will put S Lanka in direct
competition with the major origi. in the miajor mmnkets.

The kev requirements in this analysis for Sri Lanka arc thit field production shoula be Tow cost,
processing operations should be relatively large and efficient, the prospect of a linkage with
Quest should be pursued pummeful]\' and injtial plantings should be limited until it is clear what
the competitive position (cost, qu~t. N f S Lankan production is.

5.1 Organisation of Production

Given the nature of the vanilla plant, and its particular busbandy wquncmen(x the lowest cost
praduction method is typically found with small plantings (up 10 500 plants) in the smallholder
sector, Plantings of this size can be largely managed with family labour, a high level of attention

an be given per plant 1o maximise vields, and at times of low pnccs the fanmer's view of the
opportunity cost of his labour will give the lowest farm gate price possible.  Estate produced
vanilla. using wage Iabowr is usually always more exXpensive.

Adow cost production strategy should therefore have the bulk of planrings as smail plots in the
smallholder sector, Core estate plantings are not raled oui, and could have a sirong commerical
logic t¢ give minimum security of raw material to a muduwl/prm.e\.\m where there was’

competilion in the lTeeal market for green beans (rather than firm contracts with dedicated

OUTZTOWRIS).

To masimise produetion from rhe smaliholder growers, extension services have 1o be provided.
A centrally located processor could deliver Jow clst extension and minimise green bean collection
COSLS.

5.2 Organisation of Processing

Pracessors necd 1o maximise processing efficiency. guality. and consistaney, and to minimise
costs, A restricted number of Loge scile procesors. apayving at ar near design capacity will
hatve lower coste, and shoald have hetrer qualits andeliability, than numerous smaller aperations
that often operie well below desion capacity and do nor have snong skills and control over the

Doy,

Fapot marketing, control of guality. and consistaney of quality s bust assured thiough the
ivolvement of fmoe, profesdonally managed dediciied processing companivs. Tevers. and the
variogs estate pamagement compinies offer patentiafle suitahle Guger companies,

Suablholdar moducer/processore shoudd be avoided. Te prevent an upsurge of unsilled
provessors enterine the ik ot at times of aactive prices, eensing of processars/buyers of

vraen hess ey hove 1o e eans idered,

A Linkages to Ouest

The b Hiniage 1o Onest allers o sipnificant aaetion o S banla il e con e achieved.
I depends i part on Cloest continuing 1o see s sivatevic sdvimtage in sy anin- bouse sowree
of vanille Tids i not neesaatiiy the chicerive of b Boveras Sanme will see aelear strategie
sedvanitieee in havine no links o oy panticulin supniict. particudaiy in times of over supply when
the parehaeine vower of the huver is masimised. Withoot o dinkage o Quea s the isd s involved
i stmtine ool indusiiy in the correnn ciiniae would be substmtiadly inereased.
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Sii Lanka must work (o maximise the potential benefits 10 Quest of having an in-house source
of product. That is:

- continually working to improve quality in response to feedbaclk from Quest;

- structuring the procesing industiy 1o ensure coniyol, reliability and consistancy of qualiry:

- structiring the produetion and processing industiy to minimise costs, ensuring that Quest
can buy from Sri Lanka ar market prices, and does not have 1o pay 4 premium that is
not reflected by matket guality,

Timil S1i Lanka has established the commerical quality of jis product, what the praciical costs

of production and processing are, field plantings should be velated by some sensible factor
the likely depiand from Quest.
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Frpons of Vanilia (1on<y from Najor Origing 1933 10 1992

Srigin

Tudr.,
Had.
Mo,
R,
Tenia

Tatal

Naote:

1683

177

o

234

1096

Abbreviations:

Saurea:

198 1085 1986 1987 1988
e 18] 258 64 247

2 3 ! 4 3
153 190 298 410 506
826 628 689 1260 625
24 1 12 30 27
19 28 7 14 20
n 4 18 12 17
1064 1035 1300 1794 1422

Figures for 1992 include estimates for fourth quarter imports for EC.
Complete data for 1963 not available

16
26

1517

1990

607
’29

14

36

1627

Comar = Comoros; F/Pol = French Polvnesia; Indo = Indonesia; Mad = Madagascar;

Mex = Nexico; Reun = Reunien

U'SDAL Nimex and FAO Sra
SLOT Aigg .
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1991

230

666

644

13

3

1619

1992

262

690

663
10

36

1670
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Paports of Vanilla trensy by major market 1983 10 693

1683 1984 1985 1986 1987 1988 1989 1930 1991 1992 1993
U8y 977 &41 743 10m 1387 1224 1107 975 1307 1261 1332
o, no 175 147 150 266 203 232 294 279 323 275
France 261 202 159 194 220 267 253 220 236 230 243
oth 0 73 115 a7 116 109 135 130 148 147 219 n/a
itz n/a 4] a 43 44 49 53 n4 57 nfa 38
Jare 12 36 40 60 38 79 48 59 60 n/a 45
Note: Import figwes include re-exports and imports from non-producer origins

Abhreviations: Gemm = Germany: Oth EC = Other EC: Switz = Switzerland

Sooree 2D AL Nimex and FAO
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EC Imports af Vanilla by Major Non FC Sources (ton) 1959 to 1992

Drigiy FC desat, 1989 1990 1991 1992
Mydagaseat A 175 1z 169 22
Germany 125 162 132 1€7
France 49 50 35 40
Otbrrs 1 1 2 20
Treleangia hH1 103 89 108 105
Tottany Rt 1 7 60
France 0 44 35 2
Others 5 2 2 18
Cenonng AN a0 13 105 103
Ceran: 27 49 3 41
rague (] 28 m 62
8y AN 18 20 18 61
Trelamd 18 20 13 55
Retnion all 11 1 7 12
France 10 10 5 il
Others All 10 10 12 20
Total Al 412 422 433 529
Source: Nimex
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Vanilla Imports (1ons) by maijor origin to USA, Germany. France. and T/K for 1989 1o 1993

Coaint Origin 1989 1990 1991 1992 1993
e Madagasear 471 398 493 4m 465
Tndonesia 527 182 616 602 667
Conorus 107 0] 128 148 156
Temga 9 %6 56 32 0
Fifuly, 9 4 3 3 0
MeN G0 16 2 13 6 7
oy Madagascar 125 162 132 140 n/a
Tndemesia <38 43 i) 63 n/a
Tty o 7 19 Ky} 41 n/a
Nthepe 3 3 6 10 n/a
oo Madagaseat 49 50 15 37 97
Tokirmes i 60 41 35 25 16
Zernion 10 10 5 11 13
Conorng 68 28 7 70 90
Othern 2 4 10 | 5
i JarAica 7 3 0 0 0
Tndonesia 1 1 0 0 2
Madagascar 0 0 1 3 4

Nore: Impoits for Gemmany. France and UK are for non-EC sources only.
Abhreviations: F/Poly = French Polynesia

Touree: Nimex and T3DA
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