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PEPPER: 
AGAIN
THE ‘BULL RUN’
IS EXPECTED
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P

 epper prices have witnessed high volatility since the beginning of the year 2009. Prices were hovering around Rs 10573 per quintal in the month of January 2009. It made a high of 16331 levels in the month of August 2009. Similarly, the volumes which have gone down in pepper futures have started gaining again. The major reasons for the uptrend in pepper futures have been the end of season in competing countries of Vietnam, Srilanka, Malaysia and Indonesia. Higher international prices in the month of October also led to the gain in futures.  Once again a big recoup is expected, where the prices are expected to touch new highs. 
FORMAL ENCOUNTER WITH PEPPER –AS A SPICE CROP 
Pepper is a plantation crop and its seasonality varies in different countries. Generally, the crops start bearing fruits from the fourth or fifth year, and typically continue to bear for seven years. 
Chart 1:  PEPPER CROP CALENDAR
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                                           Harvesting period
As per the Pepper crop calendar, the season starts first in India from November and extends till February. Vietnam is the next country after India to supply this spice in the global market in the month of March to June. This is followed by Srilanka, Malaysia, Indonesia and ends with Brazil in September. 
GLOBAL SCENARIO
According to estimates of International Pepper Community, global pepper production during 2009 has witnessed an increase of 5% over the previous year to touch 3,05,070 tonnes. Black pepper production is put at 2,46,600 tonnes while white pepper output was estimated at 58,470 tonnes. However, consumption figures are hovering around 3,15,000 tonnes and the carry-over stock at 68,700 tonne. The consumption of producing nations is projected to be around 1,11,210 tonnes for 2009, as against 113,100 tonnes of 2008. The exportable surplus of producing nations is projected around 280,793 tonnes, as against 280,498 tonnes in 2008. 
Chart 2: World pepper production (in tonnes)
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Source: International Pepper Community
Chart 2, clearly depicts the global pepper production trend since 1994. Global pepper production was merely around 2.2 lakh tonne in 1994 which underwent a significant increase from the year 1999 with improvement in overall production in Vietnam, India, Malaysia and Brazil. This improvement has been on account of improvement in crop management practices alongwith replantation work carried out four years back. 
Since 2004 the global pepper production has been hovering in the range of 2.7 to 3.0 lakh tonnes. This is due to absence of replantation work, lack of improvement in terms of crop varieties and improper management practices. 
Major pepper producing countries across the globe are Vietnam, India, Brazil, Indonesia, Malaysia, China, Srilanka, Thailand and Singapore. Vietnam tops the list with a share of 35% in global pepper production. India at second place (19%) is followed by Brazil, Indonesia and Malaysia with a share of 13%, 9% and 8% respectively. Chart 3, talks about the % share of each of these major producers on global platform. 
Chart 3: Major producing countries
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VIETNAM: World’s largest in pepper production 
Vietnam is a very small country, ranked as 65th in terms of area across the globe. Pepper production was started in this country only in 1990s. It turned out be a global leader in just ten years contributing 95,000 tonnes to global basket presently. The area under pepper production in Vietnam hovers around 50,000 hectares. 
Chart: 4
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BRAZIL
Brazil is the third largest producer of pepper in the world. Pepper production in Brazil suffered a setback in 2009 due to crop damage by diseases. It has been lower by 20 percent as compared to 2008 and turned out to 32,000 tonnes this year. Brazil crop comes to market in the month of August-September. This year it was delayed and hence extended till the month of October. The exportable quantity from Brazil stands at nearly 22000-25000 tonnes. 
As per the data of US imports till July 2009, Brazil exports to US have been 750 tonnes while India’s share is of only 366 tonnes. This year Brazil has given a strong competition to India by offering the lowest prices among the four major exporting countries of Vietnam, India and Indonesia including Brazil. 
Chart: 5
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INDONESIA 
Indonesia’s contribution has been 23000 tonnes in 2009 higher by 12 percent as compared to last year. Indonesia has been an active exporter of pepper across the globe this year and its rates have always been lower than India. Indonesia has gradually emerged as the largest seller of pepper to US markets. As per the data of July 2009 arrivals it has exported the highest quantity of 2911 tonnes in a single month much above the Vietnam and India figures of 1447 tonnes and 366 tonnes respectively. 
Chart: 6
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MALAYSIA  
Malaysia is the fifth largest producer of pepper in the world. It has contributed 21,000 tonnes to global production in 2009. Production has been lower by 14 percent this year in this island nation due to unfavorable weather conditions.  
Chart: 7
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INDIA: the pioneer in pepper production across the globe 
Pepper has been used in Indian cuisine since prehistoric times. Pepper is native to India and has been known to India since at least 2000 BC. The finest Indian pepper is grown in the monsoon forest of the Malabar coast in Kerala. 
Pepper production in the country has suffered so many ups and downs due to lack of constant support and improvement measures. Pepper production was at its peak in 2002 with production quantity of 80,000 tonnes. There onwards it has been on a declining track due to lack of replantation activities and crop damages. 

Pepper production is expected to be slightly higher by 5,000 tonnes to 55,000 tonnes during the upcoming harvesting season. Heavy rains by the end of September in the three major growing states of Kerala, Karnataka and Tamilnadu has led to some crop damage and hence arrival are also getting delayed by a month.  The fresh arrivals are expected to start from the month of December 2009. 

Chart: 8
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The three major pepper growing states in the country are Kerala which contributes 68% to the total production in the country, followed by Karnataka and Tamilnadu 24% and 8% respectively. Total pepper area in the country hovers around 2.36 lakh hectares as per the data provided by Spices Board India. 
Chart: 9
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PVO analysis of NCDEX Pepper futures 
The chart 10 depicts the volatility in Pepper futures prices, which have undergone a jump by 10 percent in the month of October’09. Similarly the volume in Pepper futures which have taken a backseat during the first quarter of the year 2009, have been rising again. Volume and open interest have also been rising alongwith the gaining prices during May-August’09, which resulted into bull run and resultantly futures made a high of 16331 levels on 20 August’09.
Chart 10:  PVO analysis of NCDEX Pepper futures
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In the month of August rise in prices was supported by the factors of higher international prices and end of season in major competing countries of Vietnam, Indonesia, Srilanka and Malaysia, which turned the global demand towards India. 

Pepper NCDEX futures and Spot price trend

Pepper futures have always been moving in sync with the spot rates. The basis market for pepper is Cochin. Pepper spot rate was hovering around Rs 10711 per quintal in the beginning of the year 2009, which has touched the levels of Rs 15585 per quintal in the month of August’09. 

Spot rate for Pepper in the major market at Cochin has increased upto Rs 15117 per quintal recently. 
Chart 11:  Pepper NCDEX futures and Spot price trend
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Black pepper international prices evolution 
Chart 12, presents the evolution regarding black pepper international prices since 2007-2009. In the year 2007, prices touched the record levels of $4100 per tonne in the month of May and similarly prices touched the same high of $4100 per tonne around February 2008. The prices have witnessed a steep decline in 2008 on account of demand slowdown driven by global economic recession. $4100 per tonne has been the highest price quoted for Indian Pepper.  
2009, the scenario has been entirely different as prices have been gradually rising since the beginning of the year backed by the signs of slow economic recovery across the globe. March’09, the dip in prices is due to fresh arrivals.  
Chart: 12
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Source: PEPPERTRADE

Chart 13, represents the prices from three major pepper producing countries of Vietnam, India and Brazil. The prices from all these three destinations have been moving following the same fashion. Indian prices are always quoted at a premium as compared to other destinations as Indian variety Malabar Garbled (MG-1) is considered superior in terms of quality. 
Chart: 13
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Source: PEPPERTRADE

CONCISE ENCOUNTER
As of 2008, Vietnam is the world's largest producer and exporter of pepper, producing 34% of the worlds Piper nigrum crop as of 2008. Other major producers include Indonesia (9%), India (19%), Brazil (13%), Malaysia (8%), Sri Lanka (6%), China (7%) and Thailand (4%). Global pepper production peaked in 2003 with over 355,000 tonnes, but has fallen to just over 271,000 tonnes by 2008 due to a series of issues including poor crop management, disease and weather. Vietnam dominates the export market, using almost none of its production domestically. 

According to Spice board of India, pepper production in the country in year 2009-10 has been projected around 55000 tonnes.

Fundamentals to keep an eye on 
1. End of season in competing countries 

· The major reason for the uptrend in pepper prices has been the end of season in competing countries of Vietnam, Indonesia Srilanka, Malaysia and Brazil
· Brazil has harvested the produce in the month of August-September, which it has been exporting in the month of October

2. Carry- forward stocks 

· Carry-forward stocks in Vietnam as of end of October has been 15,000 tonnes

· India carry-forward stocks by the end of October is 10,000 tonnes

· Indonesia is reported to have a stock of another 5,000 tonnes of ASTA pepper exports which they have processed and kept ready for exports according to trade sources

· Thus, the total global availability of the spice is likely to be 45,000-50,000 tonnes till January
3. International prices  

· Indian rate is $3350 per tonne in the international market
· Other countries have also increased following the trend, Vietnam rate is hovering in the range of $3150-3200 per tonne

· Indonesia $3100 per tonne and Brazil is $2950 per tonne 

4.  Export enquiries 
· There are reports of export enquiries coming from USA and Europe for Indian pepper

· Export for the month of September’09 has been 1500 tonnes in quantity terms and Rs 2370 lakhs in value terms

· This has been higher by 2% in quantity terms and lower by 45 in value terms as compared to the same period in 2008

· Export demand for Indian pepper is expected to gain momentum by the end of November, once the stocks will dwindle in competing countries 

· There are also reports about traders in these countries holding the stocks in expectations of rise in prices 
5. Fresh arrivals 

· Heavy rains by the end of September has led to some crop damage and hence fresh arrivals will be slightly delayed this year in India
· Arrivals are expected to begin from the month of December 2009

· Significant quantities of arrival will only be there by the month of January
· There are also reports of crop damage in Vietnam, caused by storms in the beginning of Ocotber’09
· The storms have damaged 1000 hectares pepper plantation, which is likely to result in somewhat down fall in production in the coming year 2010
Supply-Demand dynamics for 2010 
Chart: 14
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OUTLOOK 
Upon analyzing all the above mentioned factors, it is expected that international demand-supply gap is expected to widen by the month of November as the carry-over stocks will dwindle in most of the competing countries by then. India will benefit the most by being the first to come up in the international market with fresh stock. Fresh stock will start from the month of December. Further, the production for the coming year of 2010 is expected to increase slightly by 5,000 tonnes to 55,000 tonnes. Domestic scenario seems to be balanced for 2010 (refer: Chart 14) and hence it is not leaving any scope for carry-forwards for the year 2011. 
Moreover, if, there is significant downfall in Vietnam’s production as reported in terms of damage due to storms, it will definitely help sustain the export flow from Indian markets. The usual trend is lowering down of prices by all countries near the end of the year. This year it is expected to happen in the month of November and which is expected to result into export enquiries for the country. Supported by the above mentioned factors, prices are expected to rise gradually and likely to rule firm above 16000 levels in coming months. 

Technical Analysis on Pepper 
Trend Analysis:
Historically, pepper prices are travelling in the direction of north from the year 2004 and still intact with the trend while taking considerable corrections on to the lower side. Trend in the monthly charts is looking bullish as the prices are travelling along the trend line formed by drawing from the lows of 10400 created on Feb 2009. A close above 16450 high created in August 2009 would push prices to further higher levels and test previous swing highs of 16680 & 17049 levels. Prices in weekly charts are also moving in the same as monthly charts projecting a bullish trend in the short to medium term.


Indicator Analysis:

The momentum indicator RSI (14) in Monthly & Weekly Charts is treading at 0.58 & 0.62 levels respectively indicating potential for prices to trade higher levels. Market is trading above the average line of Bollinger Bands suggesting prices to trade higher and have the potential to test the upper Bollinger Band in weekly & Monthly Charts (16200 &16190).
Moving Averages implication:

Pepper prices in monthly charts are trading above 20 & 50 months EMA suggesting a higher price outlook in the medium term. As per the Moving averages theory, if the short term moving average cuts over long term moving average form the lower side it signals a buying indication in the market. One could notice that Cutover of 10 month EMA from lower side over 20 month EMA in the month of July 2009 since then prices are trading higher and expected to continue the same trend until any reversal kind of scenario is developed.


Elliot Wave Theory:

Pepper started its bullish trend way back in the year 2004 and it is still continuing the same trend and is currently in Primary wave 3. 

Prior Wave Trends:
Primary Wave 1 started in the month of November 2004 at 5350 and ended in the month of April 2007 at 16344 levels.

Detailed analysis on Primary Wave 1:

	Type of Wave
	Start Date
	End Date
	Starting Price
	Ending Price

	Intermediate wave1of Primary wave 1
	11/17/2004
	12/27/2004
	5350
	7578

	Intermediate wave 2of Primary wave 1
	12/27/2004
	10/15/2005
	7578
	6032

	Intermediate wave 3 of Primary wave 1
	10/15/2005
	9/21/2006
	6032
	14658

	Intermediate wave 4 of Primary wave 1
	9/21/2006
	12/08/2006
	14658
	9372

	Intermediate wave 5 of Primary wave 1
	12/08/2006
	04/23/2007
	9372
	16344


Primary wave 2, a corrective wave started in the month of April 2007 at 16344 and ended in the month of December 2008 at 9760 levels.

Current Scenario: Currently pepper prices are trading in Primary Wave 3 an impulsive wave and holding with the underlying bullish trend.
Prices are currently trading minor wave 5 of Intermediate wave 3.

In depth analysis Intermediate wave 3.

	Type of Wave
	Start Date
	End Date
	Starting Price
	Ending Price

	Minor wave 1 of Intermediate wave 3
	02/25/2009
	04/20/2009
	10388
	13470

	Minor wave 2 of Intermediate wave 3
	04/20/2009
	07/07/2009
	13470
	12164

	Minor wave 3 of Intermediate wave 3
	07/07/2009
	08/21/2009
	12164
	15804

	Minor wave 4 of Intermediate wave 3
	9/21/2006
	12/08/2006
	15804
	13743

	Minor wave 5 of Intermediate wave 3
	12/08/2006
	-----
	13743
	17600-800


Primary Wave 3 in Full Detail
	Type of Wave
	Start Date
	End Date
	Starting Price
	Ending Price

	Intermediate wave 1 of Primary wave 3
	12/29/2008
	01/28/2009
	9760
	12453

	Intermediate wave 2 of Primary wave 3
	01/28/2009
	02/25/2009
	12453
	10388

	Intermediate wave 3 of Primary wave 3
	02/25/2009
	----
	10388
	17600-800

	Intermediate wave 4 of Primary wave 3
	----
	----
	17600-800
	14000-500

	Intermediate wave 5of Primary wave 3
	----
	----
	14300-600
	21500-22000


As per Elliot wave principle wave 3 should not be the smallest wave of either wave 1 or wave 5. Going by this principle we may expect Minor wave 5 of Intermediate wave 3 to end around 17600-800 levels and this would end Intermediate wave 3 of Primary wave 3.

We expect Intermediate wave 4 of Primary wave 3 to take at least 61.8% retracement of Intermediate wave 3 and it may end up around 14300-600 levels.

We expect Intermediate wave5 of Primary wave 3 to start from 14300-600 level and may expect it to complete around 21500-22000 levels.

Note: ** Text in Colored area is approximate expectations from our internal research ** 

Technical Outlook:   

We expect pepper prices to trade higher and may post new life time highs.  However, we may witness a lower correction till 14500- 800 levels before resuming its bullish trend.

Pepper Dec NCDEX:  Supports: 14500 & 15040. Resistance: 16200 & 16800.

Recommendation:  December NCDEX: Buy 1st lot at present level, 2nd lot at 14780-14750 targeting 16200 then 17000 with stop loss below 14000, current market price: 14950
To unsubscribe please mail us at commodity@karvy.com
Disclaimer

The report contains the opinions of the author that are not to be construed as investment advice. The author, directors and other employees of Karvy, and its affiliates, cannot be held responsible for the accuracy of the information presented herein or for the results of the positions taken based on the opinions expressed above. The above-mentioned opinions are based on the information which is believed to be accurate and no assurance can be given for the accuracy of this information. There is risk of loss in trading in derivatives. The author, directors and other employees of Karvy and its affiliates cannot be held responsible for any losses in trading. 

Commodity derivatives trading involve substantial risk. The valuation of the underlying may fluctuate, and as a result, clients may lose their entire original investment. In no event should the content of this research report be construed as an express or an implied promise, guarantee or implication by, or from, Karvy Comtrade that you will profit or that losses can, or will be, limited in any manner whatsoever. Past results are no indication of future performance. The information provided in this report is intended solely for informative purposes and is obtained from sources believed to be reliable. Information is in no way guaranteed. No guarantee of any kind is implied or possible where projections of future conditions are attempted. 

We do not offer any sort of portfolio advisory, portfolio management, or investment advisory services. The reports are only for information purposes and not to be construed as investment advice.

For a detailed disclaimer please go to following URLs:

http://www.karvycomtrade.com/disclaimer.asp 

http://www.karvycomtrade.com/riskDisclaimer.asp 
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