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Lao Green Bean to Americano
Today I am going to cover the full value chain for coffee.
The elements of this talk include:
• The position of coffee in the Northern Uplands
• Dynamics of the world market and world market prices – how Lao coffee fits in
• The production and processing of Lao coffee – especially in the South
• Details of the value chain - Why coffee in Starbucks or in the supermarket costs so much
• Factors affecting marketing of Lao coffee
Let’s get started
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Coffee in the Northern Uplands
The “choropleth” shows the data in proportion to the
measurement of the coffee area and output being
displayed. Coffee production is negligible outside Luang
Prabang (and minimal compared to the South).
Key elements in the overall inability of coffee to take off in
the NU are:
•
•
•
•
•
Source: Matthew Toro, Dissertation

Full choropleth of Laos coffee output
Takeaway:

Poor or minimal market demand
Poor access (lack of infrastructure)
Absence of processing capacity
Absence of commercial presence of major buyers
Failure to align commercial growing interest with local
livelihood priorities or the environment

However, upland coffee (quality Arabica) is suited to the
agronomic conditions and to environmental objectives.

Considerable potential exists. What is required is an inter-provincial approach which is market and
demand driven and integrated with commerce and investment coordinated with extension services.
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LAO COFFEE IN THE WORLD MARKET
World Consumption

World Production
(bags, 2011 to 2014)

Source: ICO

Total world production of both types of coffee is
around 142 million bags (2014/15), of which
Lao PDR produces perhaps 800,000 bags of
which 626 thousand are (officially) exported.

World-wide people want more coffee, better quality coffee,
coffee available in a convenient form (“single servings”).
Asia consumption, especially in China is rising sharply and
accounts for about 15% of demand.

TAKEAWAY: Laos is a very small supplier - “price taker” - in a large market with many
supply origins and many consumers. The industry has no influence in the world market.
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TRADE – Dynamics of Lao Exports to Main Markets
(source: ITC Trade Map 2014)

• Vietnam took 258,883 bags in 2014
(41%, 15,530 tons).
• The next largest buyers were Japan
(119,000 bags, 7,114 tons) and
Germany (59,000 bags, 3,542 tons).
• These three importers bought 70% of
Lao coffee.
• France was the main buyer of certified
organic Fair Trade coffee (about 1,000
tons in 2015) at a higher value of
$4,160/ton but for a very small volume.
Click here for more TRADE information

Takeaway: Over 40% of the volume of Lao coffee exports go to Vietnam – and
Vietnam is a main exporter of cheap coffee to other destinations for Lao
coffee............ BUT the value of the Japanese market is important…. Click here
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PRICES – World Coffee, US$/Kg

Source: The World Bank via Y-Charts

•

Arabica
prices
average
US$3.70/Kg.;
Robusta
prices
average US$2.00/Kg.

•

Arabica has an established and
long-term premium over Robusta of
on average $1.70/Kg

•

Average export price for Lao coffee
is $2.70/Kg

Click here for LONG TERM PRICE TRENDS and ANALYSIS

Takeaway: international coffee prices are unstable because a only few countries dominate
supply. Investors must consider long-term trends in prices that show short peaks
collapsing to the trends which show slight growth because supply has grown.
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PRODUCTION – Lao coffee – main elements #1
Planted area, ha.

Yield - Kg/ha.

How much of
this is old
plantings?

A high proportion of
Robusta is probably at this
point in the yield curve

There is much uncertainty about the
condition of the main plantings.
New plantings being made by
estate/commercial interests, but these
are in the order of 1,000 to 3,000 ha.
and only Arabica in the uplands where
there is competition for cultivable land.
Takeaway:
Laos could lose as much volume of
coffee as its entire annual export to
Vietnam (15,000+ tons). This needs
to be replaced with high quality
Arabica – and the Northern Uplands
provide a possible area for expansion

Click here for Value Chain and Costs of Production
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PRODUCTION – Lao coffee – main elements #2
2. Capital (processing)

1. Labour (demographics)
A young population
that does not want
to work in
agriculture; poor
productivity from the
older smallholders
4. Capital (investment)

Only large
companies have
the resources to
invest in new
planting – but
mainly in the
South.

Predominance of sun
drying reduces quality and
even wet processing is
often poorly done because
machinery is out-of-date
and not maintained.
3. Capital (Credit)

Bank lending has been
ineffective. Informal
lending is at high interest
rates and there is
considerable
indebtedness by
smallholders.
CPC Credit Arrangement

Takeaways:
• Labour is a major constraint – suggesting more capital intensive production
• The industry is driven by people and money, not just by agronomy
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VALUE CHAIN – from bean to cup
•

Grower receives just 2% of the final
supermarket shelf value.

•

20% of the total value is accrued in the
growing country through growing the
coffee, converting it to marketable green
bean.

•

The balance of value – 80% - is accrued
in the consuming country by importers,
roasters and retailers.
Takeaway:
The structure of the international
industry prevents the green bean
exporter getting a greater share of the
value.
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MARKET FACTORS – elements in marketing Lao coffee #1
1. Infrastructure

Supply aggregation is the key factor in developing a volume commodity
(bulk) business. infrastructure needed includes:
• farm access roads,
• major supply routes
• capacity to reliably export containers of large volume.

2. Quality

The Bolovens has all of these, whereas the North does not, although the
North-South corridor does open the way to China
Improving the quality of the coffee is a prime element of the vision
statement in the Coffee Sector Development Strategy.
BUT… ”quality is in the eye of the buyer”….. Vietnam buys the
largest single volume of Lao coffee; and Vietnam determines the
world price of this segment.

Takeaway: the price of Lao coffee via the quality/type of coffee in most demand is determined
by the Vietnamese. Producing better coffee for this market will not impact price positively but
it will increase costs. This suggests diversification of production to the North where
infrastructure has to be improved.
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MARKET FACTORS – elements in marketing Lao coffee #2
3. Certification, branding, packaging
• Certification: Evidence suggests that only a small proportion of the “Fair
Trade” (or organic) premium gets back to the grower; there may be some
reason to identify Lao quality Arabica coffee, but for a very small niche market
and for domestic sales. Most Lao coffee is blended or used in manufacturing.
• Branding: this is a corporate level decision – naming the given product.
• (Packaging and labelling: are usually very poor and need standards for retail
sales and for export packs.
4. Retailing in Laos
• There is no “coffee culture” among ordinary Lao people and in general the
way coffee is retailed is quite poor.
• A café culture has begin in tourist areas; this needs to be encouraged
especially at the international airports. It is estimated that a further 200 tons
of consumer coffee (i.e., roasted or ground) could be sold just at airports
with proper promotion.
• Restaurants, hotels and cafes should be the focus of a promotional
campaign aimed at selling more Lao quality Arabica locally.
Takeaway: Volume export sales of low value coffee benefit the exporters but do little for the
industry as a whole. Efforts to establish a “Lao certification” needs to be very focused on
Arabica and on domestic sales which can be increased.
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CLIMATE CHANGE
Rainfall and Temperature in Laos

Source: World Bank Climate Portal

• Anecdotal reports suggest that the dry
season in Laos is becoming longer, droughts
are more frequent and more severe, and the
incidence of unusual and extreme flood
events is escalating.
• But the objective evidence (see chart) may
indicate that Laos will escape the worst
effects. Note below
• Other coffee growing countries e.g., Brazil,
are expected to suffer considerably from
climate change with adverse impact on their
coffee production.
Note: the reported official data may be quite inaccurate

Takeaway: whatever the real impact of climate change in Laos becomes, promotion of
coffee as a long-term perennial cash crop under forest shade is climate friendly and a
fairly resilient agricultural system.
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SUMMARY – Findings and Recommendations
FINDINGS
Lao coffee in the world market
•
•

Price-taker
Very concentrated set of importers

Production and processing issues
•
•
•

Concentration in a small area (Bolovens)
Age of the trees (Robusta)
Inefficient technology = poor quality

The value chain, from cherry to cup
•
•
•

Poor smallholder extension services
Cumbersome export procedures
Low labour productivity, poor access to credit

Marketing
•
•
•

Quality is generally FAQ. Almost all exports are for
blending or manufacturing use
Certification and branding is confused and poor
(packaging, labelling)
Domestic retail is very poor

Climate change
•

Impact unclear

Implications for the Northern Uplands
•

Reasons and potential for development

RECOMMENDATIONS
• Conduct in-depth study of export markets and
consumer requirements for a business support
programme
• Survey Bolovens plantings and develop plan for
re-planting
• Simplify export procedures according to AEC to
be competitive
• Develop coherent and consistent approach to
certification; develop labelling standards,
branding and packaging
• Promote effective domestic retailing especially at
international airports and tourist locations
• Develop a Northern Uplands coffee investment
plan focused on high quality Arabica
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The following slides supplement the main
presentation and are linked to the main slides
where they are referenced

Back to Start
Latte, Saffron Cafe, Luang Prabang
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Laos Coffee Output
The cartograph (left)
shows coffee output as
a standard map; the
choropleth on the right
represents the data
proportionately.

Back to main slide
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Coffee Production in China

Production of coffee in
Northern Laos is
contiguous with that in
Pu’Er in Yunnan

Back to main slide
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CHINA – Imports of Coffee (source ICO)

The China imports mainly green beans and the coffee market is currently mainly composed of
instant coffee. Indeed, instant coffee makes up around 99% of retail sales by volume and 98%
by value, although fresh-roasted coffee is reported as growing at a faster rate in the last two
years.
Back to main slide
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Coffee statistics for China (source ICO)

Look at the significant increase
in all the variables since 2011.

Back to main slide
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TRADE #1- World trade in coffee (source: ITC Trade Map 2014)
• World imports of coffee (all types) totaled 7.9 million
tons in 2014 valued at US$31 billion, an average unit
value of $3,969/ton.
• The USA took 1.5 million tons (18.9%) and Germany
another 1.2 million tons (12.9%) followed by Italy with
0.6 million and Japan with 0.4 million tons. France is
an important high value market.
Takeaways:
• Most of the world’s coffee that is produced in
the poorest countries is consumed in the richest
countries
• The top 15 importing (all rich) countries account
for 78% of trade (6 million tons).
Back to main slide
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TRADE #2 – Lao Exports to Main Consumer Markets (source: ITC Trade Map 2014)
Laos exported a total of 625,750 bags of
coffee of all types in 2014 (37,545 tons).
• 47% of the total of Lao coffee exports go to
the rich consuming countries.
• Only 6 of these importers received
commercial volumes above 1,000 tons
(France is a little lower).
• The average price paid by these importers
for Lao coffee was $2,981/ton compared to
the average price paid for all their coffee
imports of $4,180/ton.
Note: this table deliberately excludes Vietnam, to focus on the rich, developed
countries

Takeaway: Japan and Germany are the main buyers of Lao coffee aside from Vietnam. These
two countries take 28% of Lao total coffee exports.
Back to main slide
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Laos as a small coffee producer – “Price
taker”
Laos is a Price-Taker for coffee
because the volume is small

E.g. Coca-Cola is a
Price-Setter, as is
Rolls Royce for its
luxury cars. Price
setting is not usually
found in agricultural
commodity markets

The rule applies to individual segments. What cannot be sold in one segment may nevertheless be
sold in one with a higher price boundary. However, quality pursued within a segment that does NOT
raise the price boundary is a cost not a benefit.
Back to main slide
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Average Export Prices (US$/Kg)

Back to main slide
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Long term world coffee prices – 20 year series

Arabica

Robusta

New York
cash prices
ex-dock New
York, ICO

US$4.63/Kg
crossover

US$2.20/Kg
crossover

Back to main
slide
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JAPAN – Imports – good example
The volume of Lao coffee exported to Japan (7,114
tons) and Vietnam (15,530 tons).
Multiply these weight values by the unit dollar
values received for 2014.
• The Japanese market is worth $21.43 million, the
Vietnamese market is valued at a total of $35.2
million;
• Whereas the Japanese market for Lao coffee is
46% of the Vietnamese market by volume, by
dollar value it is 60%.
• The Japanese retail market has an interest in
good organic coffee (so long as it tastes good!)
and the market value is at least becoming
comparable with that of Vietnam.
Back to main slide

Certified coffee imports
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Low Grower Productivity

Source: IFC

Back to main slide
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Lack of capital for investment in primary and
secondary processing.

Back to main slide
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SUMMARY OF INDUSTRY CHALLENGES: Based on
analysis by IFC (Lao PDR Coffee Sector Scoping & Design Study of Lao PDR SME

Development in Selected Agriculture Sub-sectors and Value Chains Final Report February 2011)

Source: IFC

Back to main slide
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Leading Commercial Companies

Source: IFC: op. cit

Back to main slide
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COFFEE PRODUCTION IN LAO – focus on production
economics and the value chain – we are NOT discussing the commercial structure
of the industry in detail since it is well-known (it is covered in the text report but here is a
summary of challenges and of the leading commercial companies)
Value Added (%) by different stages of on-farm cultivation

Source: ‘Integrated Value Chain Analysis of Selected Strategic Sectors in Lao People’s
Democratic Republic’, Global Development Solutions, LLC™, September 2005
NOTE: For more information on production costs … click here

Takeaways:
• Smallholders (a) the value-added is in the provision and preparation of the land and (b)
maintenance is an important element.
• Commercial/plantation sector - the use of fertilizer is the key element pre-harvest allowing the
plantation to obtain higher yields.
• Labour supply for the harvest is critical in both sub-sectors
• Provision of extension services is another critical element in development
Back to main slide
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Production Costs – very tentative estimates
World Bank, Value Chain Survey 2005

NUDP Survey in Phongsaly, Khua District, 2015

Back to main slide
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Credit Arrangements for CPC

Source: IFC. op.cit,.

Back to main slide
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North-South Corridor

Back to main slide
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END OF PRESENTATION

THANK YOU

For more information please contact Geoff
Quartermaine Bastin on gqb@foodworks.ag
Back to Start
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Demand for
Price Maker
(Setter)’s
Commodity

P2
Price Maker raises the
unit price but sells the
same volume (Q1) at
P2 as at P1
P1
Price Maker
determines the volume
(Q1) he wants to sell at
a given price (P1)
Q1
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