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Executive Summary

This report uses the Duke Global Value Chain Center (GVCC) framework to examine the role of
Barbados in the rum global value chain (GVC) and identify opportunities for the country to upgrade.
Rum is an important product category in the growing distilled spirits sector. Rum is a multimillion-
dollar industry that depends on key inputs from sugarcane that are then fermented, distilled, bottled
and branded for consumption across the globe. Demand is increasing, particularly for premium rum
products.

Taking advantage of this trend, Barbados is seeking to increase its participation in the rum GVC.
Rum has a long tradition in the country, which is home to the oldest rum distillery in the world.
Rum is the primary agro-industrial export in the nation and fourth largest non-service foreign
exchange generator. In 2015, Barbados rum exports totaled US$39 million, representing 3% of
global trade. However, a declining sugar industry and entry of new rum producing countries
threaten Barbados’ competitiveness in the industry.

The Rum Global Value Chain

Rum, an alcoholic beverage made from fermented and distilled molasses (a sugar byproduct), is part
of the growing spirits industry with rum sales exceeding US$2.6 billion in 2015 and exports passing
US$ 1.4 billion. Rum as a product category is diverse, with the final product dependent on the
production method and inputs utilized. Global exports of rum increased 37.5% between 2006 and
2015, peaking in 2013 with over US$1.63 billion in exports. Major suppliers of global rum are highly
concentrated in the Caribbean and Latin America, while consumption is concentrated in North
America and Europe, led by Germany, Spain, and the United States. Key global trends that influence
the organization of the rum GVC include:

e The rise of premiumization in the spirits industry due to evolving consumer
demands. Premiumization—or preference for luxury products—is increasingly occurring in
rum. Premiumization is marked by high barriers to entry for producers, the importance of
provenance or location in the production process, and the historical relationship or heritage
the product has to these regions.

e Changes in European trade policies for sugar imports challenge the profitability
of sugarcane production in Caribbean nations, indirectly affecting the rum sector.
Since 1975, select developing nations across the globe had preferential access to European
markets for raw sugarcane. However, following a World Trade Organization (WTO) dispute
and subsequent policy reforms, European Union (EU) suppliers experienced a 36% decline in
sugarcane prices. At the same time, other producing nations, especially Brazil, India, and
Thailand, are expanding exports to the EU. New competition from highly subsidized rum
producing nations, coupled with declining preferential access to markets are leading to the
collapse of the sugarcane industry in the Caribbean region.

e Sugar use is diversifying into many products besides food and beverage
manufacturing leading to the planting of new varieties that are less suited for rum
manufacturing. In addition to traditional food and beverage use, sugar derivatives now are
employed in multiple industries, including bioelectricity, bioplastics, and biofuels. For
biofuels—where molasses is most prominent—users can blend sugarcane ethanol with
gasoline or use it alone to meet energy needs.
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Barbados in the Rum Global Value Chain

Rum represents an important agriculture product for Barbados, both economically and socially. The
island has a long history in the industry, and sugarcane—the key input in rum—is seen as a
necessary crop to maintain the soil quality on the island and prevent erosion. To maintain the rum
industry, however, Barbados must revitalize the domestic sugarcane sector and invest in the
development of a national brand to facilitate growth in premium rums.

The country’s current participation is illustrated in Figure E-1. Approximately 30 sugarcane farms
and one sugar processing plant actively harvest roughly 160,000 tons of sugarcane and produce
8,000 tons of molasses, which primarily serves the rum industry. Four rum producers are active in
Barbados. In 2015, rum exports from these four firms totaled US$39 million. However, they are
increasingly sourcing inputs from other Caribbean nations as the domestic sugar industry cannot
meet the demands of rum producers. The emerging sugar crisis in the Caribbean threatens future
molasses supplies from the region and the competiveness of the rum industry in Barbados.

Figure E- |. Barbados Participation in the Rum GVC
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Barbados’ most pronounced strengths in rum are connected to the importance of sugarcane to the
island as well as a long history of rum production. It also benefits from the existence of several
globally recognized rum brands. The most prominent advantages include:

Historical legacy and association with rum. Barbados has a strong yet not fully captured
marketing link to rum as the birthplace of rum and home to the oldest distillery in the world
through Mount Gay. This association has not been fully exploited. It is particularly useful given
recent shifts towards place-based, authentic consumption in spirits. As the birthplace of rum,
Barbados has several advantages in creating a rum brand that matches consumer demands.

Established global presence of national brands. Many rum brands from Barbados are
recognized globally. Mount Gay, for instance, is regarded globally as a major rum brand.
Similarly, Malibu rum is well known for its coconut flavoring. An existing connection to global
consumers via internationally recognized brands represents a key advantage for the nation as
it seeks to bolster its competitiveness.

Barbados is well situated for sugarcane production. Barbados has the climate needed
to produce sugarcane as well as a long history of production. Sugarcane is an important
economic, environmental and social crop for Barbados. It is also the key input for rum
manufacturing. Rum emerged as a direct result of the molasses byproduct made during sugar
manufacturing on the island during colonial times. Barbados is geographically situated in an
area that is conducive to large scale sugarcane growth.

To capitalize on these advantages, Barbados needs to address several constraints, both in the
production of sugarcane and in the development of a national brand that consumers recognize and

value.

Policy interventions are needed to address the following challenges:

The decline of bulk sugar production in the country threatens molasses supply.
With the erosion of preferential trade access and the lowering cost of sugar on global
markets, domestic sugar processing is declining. Sugarcane production has declined steadily as
global prices drop and international trade has become increasingly liberalized. Even with the
government taking control of failing sugarcane farms, the nation continues to struggle to
revitalize the industry.

Actors in the rum GVC are disconnected. In Barbados, sugarcane producers are not
connected to the rum industry. The only point of contact occurs via the sugar processing
plant in Port Vale that serves as the sole buyer of domestic sugarcane and a small supplier of
molasses to the island. Attempts to connect actors is limited to small brands and producers
with vertically integrated operations.

No clear strategy for growth. Strategies are not unified—rum producers’ strategies
involve branding around rum as a Barbados product without the ability to source inputs from
the nation. Simultaneously, sugarcane producers seek to diversify production to higher value
varieties. This includes a shift from bulk production to processing for small volume specialty
retail.
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4. Lack of competitiveness of the sugarcane industry due to limited modern
agriculture practices, low investments and declining workforce. Investments in
sugarcane are decreasing as global prices drop. As a result, the use of modern equipment and
high-quality fertilizers is limited.

Barbados’ upgrading path in the cruise tourism GVC should serve to address these challenges. The
most immediate upgrading trajectories that will accomplish these aims include:

Short Term Process Upgrading (Sugarcane and Molasses): Barbados should focus on
improving its production of sugarcane and molasses through the creation of competitive processing
capabilities and the planting of varieties of sugarcane that give the sucrose content needed for the
rum industry. Current restructuring of the sugarcane industry is necessary given shifting trade
dynamics and lowering revenue for bulk sugar exports. However, any revision in sugarcane policy
must account for the importance of molasses in rum manufacturing and ensure a sufficient and
stable supply for the high value rum industry. Rather than focusing on sugarcane harvesting and
sugar packaging for niche markets, sugarcane should be seen as a byproduct for rum and produced
as a way of capturing more value from the rum GVC.

Medium Term Product Upgrading (Premiumization): Barbados does not have rum supplies
to compete on scale with large-scale rum suppliers, such as Bacardi. Instead of competition based
on scale, the nation should continue to focus on improving rum quality to allow for higher degrees
of premiumization. As consumers in developing and developed markets shift preferences to
premium rum, Barbados has a strategic opportunity to increase participation by investing in the
development and promotion of high-end rums, both through developing a national brand to
highlight the historic relevance of rum and the continued development of new rum drinks, such as
flavor infused rum. Barbados will have a greater success in premium quality rum markets versus
large volume low cost rum production.

Medium Term Function Upgrading (Branding): The establishment of a national identity for
rum as well as a national brand will help to differentiate Barbados’s rum from others. While
Barbados should continue to work with other Caribbean nations to develop and promote a regional
label to protect Caribbean rum, further branding of Barbados’s product is also crucial. Rum
branding should focus on the strengths of the industry in Barbados, particularly around the
historical legacy of production on the island. Furthermore, historic stories around Barbados rum,
such as its linkage to sailing and prominence in the George Washington administration, are other
aspects to build upon in order to capture more value.

Medium-Long Term Chain Upgrading (Deepening Linkages with Tourism): As tourism
continues to be a major source of revenue, forging stronger linkages between industries will allow
rum producers to increase sales to foreign visitors and build brand awareness. Building on
established activities, such as tours at multiple distilleries, the rum industry should continue to
develop itself as a tourist destination, partnering with both cruise tourists and foreign visitors to
increase visitations to the country. This upgrading requires the development of deeper experiences
with the construction of hotels and restaurants at distilleries to provide a longer, more complete
experience for tourists.



I. Introduction

Rum, an alcoholic beverage made from fermented and distilled molasses (a sugar byproduct), is part
of the growing spirits industry with rum sales exceeding US$2.6 billion in 2015 and exports passing
US$ 1.4 billion (Statista, 2017; UNComtrade, 2017b). The Caribbean is the main production region
for rum. Drawing on the availability of sugarcane byproducts and as well as its history with the
spirit, the Caribbean is regarded as the birthplace of rum (Pounder, 2010). Regional production in
the Caribbean dates back centuries, emerging from sugar production for colonial powers before
becoming a major historical industry for many nations. Across the region, rum remains one of the
largest non-services export (BPSTT, 2014). However, the sugar industry is collapsing in the
Caribbean due to dropping global prices and the erosion of preferential access to European Union
(EU) markets since 2006. Sugar production in the region historically relayed on preferential access
to these markets without improving competitiveness. Currently, the future of the Caribbean rum
sector is uncertain if they cannot continue to source the main input (molasses) from the region.
Countries in the Caribbean are trying to revamp the sugar sector, however low economies of scale,
dated infrastructure and lack of modern agricultural technologies are making the transition difficult.
Additionally, the global sugar industry is highly subsidized further complicating the situation as
Caribbean governments struggle to match subsidized competition with an indebted economy.

Barbados plays a major role in the rum industry and is regarded as the birthplace of rum. Situated in
the eastern Caribbean, the small island (169 sq. mi) was a major producer of sugarcane during
colonial times. With the large supply of available molasses, Barbados entered rum production and
has since grown as a major rum producer in the region and globally. Mount Gay, which is
headquartered on the island, is considered the oldest distillery in the world that has maintained
operations. Simultaneously, as global demand for spirits grows, new global players are entering into
rum exports, which presents new challenges for the nation. Nowadays, the country imports
molasses for rum manufacturing, since there is not enough production in the country to meet
demand. However, the primary trade partner for molasses, Guyana, is also struggling with a sugar
industry that is ready to collapse. Barbados faces typical constraints of small islands where
infrastructure is weak, and transportation costs are high, making imports costly. Some rum
companies in the country are attempting to overcome the sugar industry problems by producing
rum directly from sugarcane juice, leapfrogging the capital-intensive sugar manufacturing stage of the
value chain that is needed to obtain molasses.

Drawing on the analysis of other nations active in rum as well as those in similar industries like
wine, Barbados should build a brand that capitalizes on the long history of rum production in the
nation through a marketing campaign. They can do this through coordinated branding efforts, both
internationally and domestically, that involves all domestic rum producers. Barbados should also
forge deeper linkages with the tourism sector to offer more experiences around rum production
on the island. By working with other industries and focusing on the creation of a national brand,
Barbados will be able to increase its competitiveness in the industry. However, deeper
collaboration among all actors in the industry is required. Currently, there is little communication
or cooperation between sugarcane producers, processors and rum manufacturers. Once a national
brand is established, and industry connections formed, Barbados will be better positioned to enter
into luxury markets where authenticity and place of production are valued.



This paper uses the Duke Global Value Chain Center (GVCC) framework to understand how the
rum global value chain (GVC) is evolving, assess Barbados’ current position in the GVC, and identify
opportunities to upgrade with the goal of promoting economic development. It first provides an
overview of the rum value chain to present a clear understanding of the scope of the industry, how
markets are structured, and how changing distribution of demand and supply can alter structural
dynamics. It then analyzes Barbados’ current position in the chain, examining both the advantages
and the challenges for domestic industry development. After providing comparative case studies on
Guatemala and the Dominican Republic’s experiences, it concludes by outlining potential upgrading
strategies.

2. The Rum Global Value Chain
2.1. Global Rum Industry

The global spirits industry is large and growing, with sales rising to US$46 billion and exports
eclipsing US$18 billion (Statista, 2017).! Rum represents an important product category within the
spirits industry with total sales exceeding US$2.6 billion and exports passing US$1 billion in 2015
(Statista, 2017; UNComtrade, 2017b). Growth in spirits, including rum, is attributed to many
factors, including rising incomes in the Global South and the evolving consumption patterns of
millennials in the Global North, particularly the United States (US) (Beaudette, 2015). Rum is a
diverse product with the final output dependent on the production method and inputs utilized. Two
main types of rum exist on the market: light rum and dark rum. Light rum, also known as white
rum, is filtered and bottled after distillation, generally with little or no aging, which gives it its
transparent coloring and little odor or flavor. Light rums are frequently used in mixed drinks and
cocktails. In contrast, dark rums are aged for varying lengths of time in charred barrels to give them
a darker color and richer flavors. These rums are frequently consumed without added ingredients.
Increasingly, new varieties such as flavored and infused rums are growing in popularity
(Euromonitor, 2015). Rum is evolving in status, from a spirit found in vacation cocktails to one that
is increasingly praised for its diverse flavors and uses. The largest consumer markets for rum remain
in high income nations, though consumption is growing in emerging economies.

Three major trends have shaped the global rum industry in recent years: (1) The rise of
premiumization in the spirits industry due to evolving consumer demands; (2) Changes in European
trade policies for sugar imports challenge the profitability of sugarcane production in Caribbean
nations, indirectly affecting the rum sector; and (3) Sugar use is diversifying into many products
besides food and beverage manufacturing leading to the planting of new varieties that are less suited
for rum. Each is discussed below.

(1) The rise of premiumization in the spirits industry due to evolving consumer
demands. Premiumization or preference for luxury products occurs along several
dimensions in the spirits industry, including rum. Premiumization is marked by high barriers
to entry for producers, the importance of provenance or location in the production
process, and the historical relationship or heritage the product has to these regions
(Euromonitor, 2014b). These barriers are even higher in ultra-premium spirits, which are a

! Spirits is a category of alcoholic beverage noted for the distillation process used in production and an alcohol by
volume(ABV) value between 20% and 90%. It encompasses many alcoholic beverages with the exception of beer,
wine, mead and cider. Important varieties include whiskey, rum, vodka, tequila and gin.



special category of premium spirits that denotes even higher quality and rarity on
international markets. Developing markets are driving surges in premium brands for certain
types of spirits, such as Patron Tequila or Grey Goose Vodka. As incomes rise, consumers
are seeking out high quality brands and luxury spirits. Among consumers in developed
markets, a primary focus is on authenticity in their consumption choices (Euromonitor,
2015). In mature markets, premiumization features an increased awareness and demand for
small batch, artisanal, and place-based spirits.

Beyond these considerations, light spirits, such as white rum, are expanding to attract
consumers through new innovations in flavors. Building on the success of Malibu’s coconut
flavored rum, many producers are now seeking to develop new varieties, following the
successful trends in diversification occurring in vodka. Currently, two-thirds of the U.S.
based Cruzan’s rum product line is flavored and Malibu now has |5 variations in market.
However, there is risk with this strategy of flavor fatigue (Euromonitor, 2014b). To
minimize this hazard, many major brands, such as Bacardi, are concurrently developing
campaigns and products that focus on the historic legacies of rum production (see Box I).

Box |.The Rise of Bacardi Premium Rums

Bacardi, a leader in rum sales, is shifting marketing and product lines to reflect changing notions of
premium rum among consumers. In recent years, innovation and new product development drove
demand and sales for the company. However, Bacardi is now seeking to capitalize on other
premiumization trends by marketing a new, high-value rum and tightly linking the special batch to
the historical legacy of the company.

Bacardi has a long history in rum production; it began production in Cuba in 1862 but moved
outside the nation during the Cuban revolution. Capitalizing on consumer’s preference for place-
based drinks, Bacardi is promoting its Cuban heritage in the company’s “Original Bacardi,” a spiced
rum. Original Bacardi, launched in 201 |, comes in an oak crate box bearing both the name Bacardi
name and the birthplace of the rum: Santiago de Cuba. The bottle also is label-free to invoke the
historical bottling practices of rum. Bacardi no longer produces the rum in Cuba; however, through
branding, it seeks to evoke imagery of its history to attract buyers.

Beyond the rich history of the company, Bacardi is also moving into the super-premium spirits
category with another product, Bacardi Gran Reserva Maestro de Ron, a super-premium white
rum made for consumption as a sipping liquor, without needing a mixer. The blend relies on old
production techniques designed to capitalize on the legacy of Bacardi and the growing trend of
high-value spirits among consumers.

Sources: Nesbit (2014); Murray (2014)

(2) Changes in European trade policies for sugar imports challenge the profitability
of sugarcane production in Caribbean nations, indirectly affecting the rum
sector. Since 1975, select developing nations across the globe have had preferential access
to European markets for raw sugarcane. Most significant, the Sugar Protocol under the
Cotonou Agreement with African, Caribbean and Pacific countries which included a
guaranteed the European Union (EU) support price for set quantities of sugar imports



(TCD, 2010).2 These prices were often three to four times higher than global sugarcane
prices (Goodison, 2015). European nations are a global leader in refined sugar product
exports but depend on special arrangements with sugarcane producers to maintain input
supplies for refining activities. However, following a World Trade Organization (WTO)
dispute of the EU policy in 2006, and subsequent policy reforms resulting from the WTO
ruling, EU-based suppliers experienced a 36% decline in sugarcane prices (Goodison, 2015).
This also reduced the guarantee prices for nations that exported to the EU under the
Cotonou Agreement (TCD, 2010). The final outcome was that the EU—the largest
importer of Caribbean sugarcane—must nullify its quota regime by the end of September
2017, a structure that allowed Caribbean countries to sell sugar at two or three times the
world market price. Consequently, the EU market is no longer as profitable for Caribbean
sugar producers as it once was, and trade is declining. At the same time, other producing
nations, especially Brazil, India, and Thailand, are expanding exports to the EU. The new
competition that it is highly subsidized by their governments (see Box 2), coupled with
declining preferential access to markets, is leading to the collapse of the sugarcane industry
in the Caribbean region. This is further complicated by Caribbean Community and Common
Market (CARICOM) trade rules which place import tariffs on sugar as high as 40%, making
sourcing outside the Caribbean region difficult (Field Research, 2017).

Box 2. Sugar Subsidies in Producing Nations

Subsidies have been used to support the sugarcane industry in multiple nations. The United States
(US) sets policies to avoid oversupply and maintain favorable prices. Brazil’s government spends
more than US$2.5 billion per year in programs to support the industry. These efforts include
interest rate subsidies, rescheduling and forgiveness of many agricultural debts, and rescheduling tax
debts at very favorable terms. It also sets legislation that mandates ethanol blending for gasoline to
help bolster local demand. Thailand spends US$1.3 billion per year in direct subsidies as well as
guaranteed pricing to farmers to increase sugarcane production. Finally, import tariffs are used by
many nations to help protect the industry; for example, India has a 60% tariff on sugarcane imports
and Mexico has a 126% import tariff.

Sources: LMC International (2008); Chatenay (2013); Meroit (2015); ASA (2017)

(3) Sugar use is diversifying into many products besides food and beverage
manufacturing leading to the planting of new varieties that are less suited for
rum manufacturing. In addition to traditional food and beverage use, sugar derivatives
now are used in multiple industries, including bioelectricity, bioplastics, and biofuels (UNICA
and ApexBrasil, 2017). However, the sugarcane varieties used for industrial purposes are
often not fell suited for rum manufacturing due to varying sucrose levels (Field Research,
2017). Molasses is most prominent in biofuels; users can blend sugarcane ethanol with
gasoline or use it alone to meet energy needs. Ethanol (maize and sugar based) production
from developed nations is expected to grow from 45 billion liters in 2013 to 71 billion liters
in 2023 (OECD and FAO, 2017). Brazil is the global leader in ethanol production, reaching
30.23 billion liters in 2015/2016 (UNICA and ApexBrasil, 2017). It is expected to remain the
primary sugar ethanol producer despite entry of new producers on smaller scales.

2 Key participating nations include Swaziland, Belize, Guyana, Jamaica and Barbados and Fiji (Goodison, 2015).



From 2005 to 2014, molasses production increased by 27% from 50 million tons to 64
million tons. Growth occurs in two phases, with initial surges in supply occurring until 2007.
Following a production decline, global stocks reached a high of 68 million in 2013. The top
three producers, Brazil, India, and Thailand, accounted for 47% of the global supply in 2014
(UNComtrade, 2017a). Increases in molasses are linked to diversified uses, moving
increasingly into human consumption and industrial purposes, discussed in detail in Section
2.2 below. This is important for rum industry actors because molasses is the traditional
input for rum production. With diversified uses, the available supply suitable for rum
manufacturing could be threatened. Molasses export unit prices also increased from
US$0.14 US$/kg in 2006 to US$0.17 US$/kg in 2015 (UNComtrade, 2017a).

2.2. The Rum Global Value Chain

The rum GVC involves several activities from farms to distilleries and retail locations. The chain
begins with the production of sugarcane which is harvested and processed into sugar, creating the
by-product of molasses. Rum manufacturing occurs in distilleries using a variety of production
methods and inputs (traditionally using molasses or other sugarcane based products). Once
manufactured, rum is then either placed in oak barrels for ageing or immediately packaged for sale.
Packaging can be either bulk rum packaging in large vats for export and further blending or can
consist of bottling and labeling for sale at a variety of retail locations. The chain is presented in
Figure | below.

Figure 1. The Rum Global Value Chain
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Production of Sugarcane.? Sugarcane is the primary input in the rum GVC. Sugarcane is a
species of grass that grows in tropical and subtropical regions. It requires 12-18 months to mature
and is a perennial plant, meaning it regrows from the roots after cutting. Though sugarcane
cultivation requires several months, harvesting is a relatively quick process, which must be
completed within a few days of the plants reaching peak maturity. Harvesting is typically carried out
manually, though some farms have been shifting to mechanized methods (Deininger & Byerlee,
2011).

Harvested sugarcane is crushed to produce three byproducts: bagasse, sugar, and molasses.
Molasses is the primary product used in rum; sugar is used in the food and beverage industry as a
sweetener. Bagasse is utilized in the production of industrial goods, such particle board and paper,
fuel production, and as an input in several products, including animal feed (Chen & Chou, 1993).

Production of sugarcane is increasingly shifting to new regions. Brazil, India and Thailand are
continuing to establish their position as global leaders in sugarcane production while Caribbean
producers are in decline due to lack of competitiveness in the face of loss of preferential trade
access and dropping global prices. Between 2005 and 2014, Brazil and India experienced 74% and
49% growth in sugarcane respectively (FAOSTAT, 2017). This is compared to Caribbean countries
where growth is lower or production is declining. For example, Guyana sugarcane production
declined 15% between 2005 and 2014, from 3 million tons to 2.5 million tons (FAOSTAT, 2017).
Barbados had an even more dramatic decline, from 440,000 tons to 160,000 tons in the same time
period (FAOSTAT, 2017). Shifting production regions, coupled with diversified uses mentioned
above will pose a threat to sugarcane supplies for rum.

Molasses Production for Rum. After the harvesting and crushing of sugarcane, the juice is then
brought to a boil to make molasses, the key ingredient for rum. Boiling of sugarcane juice helps to
separate sugar crystals from the molasses syrup. The process is further aided by centrifugation, or
using a centrifuge with a rotating cylindrical basket to aid in the separating the sugar crystals from
the molasses. Depending on the particular region where sugarcane was harvested and the number
of times the molasses was boiled, the taste will vary (Hamilton, 2017).

After production, molasses can go to a variety of uses as an input for both human and industrial
products. Specifically, molasses can be used for:

e Human consumption: Sugarcane molasses is used as a sweetener in baking as well as an
ingredient for ales and fermented spirits. However, due to its strong taste it is not directly
consumed. Molasses made from sugar beet is used for cattle feed due to an unappealing
taste.

¢ Industrial use: Molasses is used to aid in the fermentation of industrial alcohols and
ethanol. It is also an input for liquid fertilizers and wastewater management as well as in
construction to help in the setting of concrete and the binding of various materials including
steel and glass (BirlaSugar, 2017).

3 This section is based on the work of Abdulsamed et al (2015).



Rum Manufacturing. Rum manufacturing follows the production of molasses. Water and yeast
are added to the molasses, and the mixture is then fermented. Variations in fermentation processes
are common, with some producers choosing natural fermentation in open vats while others use
laboratory methods to have more control of the process (Hamilton, 2017). Commercially branded

rum is typically fermented in a controlled environment for one to three days at temperatures
between 30-33°C (Distillery Trail, 2015).

After fermentation of the molasses, the liquid undergoes a process of distillation before a rest
period in barrels, known as repose. The distillation process is straightforward—fermented liquid is
heated in sealed vats, also known as stills, to a temperature of 78.3°C, which causes the alcohols to
evaporate. Evaporated alcohol, once re-condensed, is then collected as a raw spirit (Hamilton,
2017). After distillation, the spirit is aged in charred oak barrels. Aging time varies among producers
and can range from no time to decades. After aging, rum can be passed through a charcoal filter to
give it a clear appearance, making light rum. Alternatively, it can be left as is, resulting in a different
flavor profile and a darker rum.

Blending, as well as the infusions of other flavors, occurs post-aging and is the most skill-intensive
activity in the chain. Blending involves the mixing of different rums, most often from the same
distillery but from different batches and with varying ages to create unique flavors (Hamilton, 2017).
Increasingly, rum manufacturers are seeking to produce new flavors by infusing rum with spices or
fruits for added flavor as well as adding them to ready to drink cocktails (see Box 3).

Box 3. Ready to Drink Cocktails and Rum Innovations

Rum is increasingly infused with flavors and used as an ingredient in ready-to-drink cocktails,
reflecting a broader trend in the spirits industry. Both trends reflect evolution in the market where
consumers are expanding their tastes toward new drinks and convenience drinks that require
minimal preparation.

While flavored rum is not new, brands are expanding production to introduce new flavors. These
variations include many flavors, including tropical fruits such as mango and passion fruit, to unique
products such as peaches and cream or strawberry float. Beyond fruit flavored infusions, other
producers are expanding to include spices, such as the use of cinnamon in Captain Morgan’s
cannon blast brand of rum introduced in 2015.

In addition to the new flavors, pre-mixed drinks (also known as ready-to-drink cocktails) represent
another growing product category. Pre-mixed drinks contain rum and other flavorings to create
cocktails that are ready for consumption with minimal preparation. This category of alcoholic
beverage product is growing in popularity, with sales exceeding 3.6 billion liters in 2014. Growth is
projected at 3.2% through 2020.

Sources: Euromonitor (2014b); Euromonitor (2015); BreakThru (2015); Malibu (2017)

Packaging. Once produced, rum is either sold as bulk rum or is bottled and labeled for sale. Bulk
rum is shipped in large vats for purchase and further refining by small bottlers for specialty brands,
as well as for use in other rum based drinks. Bulk rum is shipped in International Organization for
Standardization (ISO) certified containers that are cleaned and prepared for food shipment. Food
cleaning requirements for ISO tanks can be capital intensive. For example, in 2012, the Jamaican
Trade and Investment Agency, in partnership with JLB International Shipping and Scottish based
Isocon, constructed a new food container cleaning facility that cost US$560,000 in startup capital



and employed seven skilled workers (Holmes, 2012). Bulk rum is shipped across the globe to
various rum brand owners. The actors that move the rum are frequently not associated with
branding and unknown to most consumers (see Box 4).

Box 4. Bulk Rum and E&A Scheer

Producers in the Caribbean, Central America, and other producing regions occasionally sell bulk
rum to smaller rum brands that do not possess the capital needed to own production or blending
operations. The companies that link these producers to bottlers play an important, yet often
overlooked, role in the rum GVC. While they do not own a direct brand, their rum blends are
seen in a variety of places, from inexpensive labels in supermarkets to high-end brands known for
quality, because they supply small scale bottlers and small volume brands.

The largest of these companies, E&A Scheer, is a privately held enterprise located in the
Netherlands and has been in operation since 1762. They sell 33-35 million bottles of rum each year,
making them one of the largest sellers globally, despite not owning any rum brands or production.
Rather than selling direct to consumers, E&A Scheer imports bulk rum from over 20 countries and
does in-house blending. The company sells blended rum to brands in over 45 nations. In 2001, the
company acquired the Main Rum Company based in Liverpool, England, which focuses more on
rare and vintage rum in cask form.

Despite the high amount of market activity, E&A Scheer, and others like them, are not widely
known beyond those managing the brands they supply. This anonymity allows each brand to
develop a marketing strategy and maintain its identity.

Source: Pietrek (2016)

Branding, Marketing and Distribution. This segment of the value chain incorporates all
activities corresponding to the reception of rum in the end market and delivery to sales outlets as
well as the point of sale for the final consumer. Rum in this segment of the GVC is no longer bulk
rum; instead it is branded rum. There are four types of branding strategies:

e Large rum brands, like Bacardi and Appleton, that own their production sites.

e Rum brands that have private labels—Cana Brava and Real McCoy are examples—and source
from a particular distillery but do not directly own the production facilities. These actors
outsource rum production.

e Another category of private labels rum brands does not market the distilleries and areas they
source from, instead relying on rum from multiple facilities or aggregate blenders (see Box 4
above).

e Finally, some rum branders function as independent bottlers that source high quality and rare
rum casks from distillers in the Caribbean and other regions and market them in high-value
end markets as specialty products. These small operations are not global brands; they often
are sold only to local markets (Pietrek, 2016).

Rum sales occur in a variety of channels, with restaurants and bars representing the most critical
points of purchase. However, as more consumers are choosing to consume alcohol at home with
friends, supermarkets and small retailers are growing in importance. Finally, the surge in popularity
of artisanal spirits is also helping to boost rum sales at distilleries, where consumers seek to gain



greater insight into the production process and determinants of quality and also buy rum at the
production site (Taylor, 2016).

Similar to growing consumer preferences for artisanal production, consumers are increasingly
seeking greater knowledge about the places and methods used in the production of different spirits
and brands. As a result, geographic indication (Gl) labels are increasing in popularity. Gls are labels
for food and drink products that have a specific geographical origin and possess unique qualities or
reputations attributed to the place of production (WIPO, 2015). Advocates of Gl labels often cite
the positive economic outcomes for rural communities (Bowen, 2010). Empirical studies of Gls
support claims of economic benefits via price premiums. A meta-analysis of 22 different Gl products
found in each case that these products received a price premium (averaging 15%) (Areté, 2013). Gls
have a strong local focus with several institutions and actors who seek to establish, promote and
protect production regions. At the international level, the World Intellectual Property Organization
(WIPO) and the WTO's Agreement on Trade-Related Aspects of International Property Rights
(TRIPS Agreement) are the two primary institutions that administer international treaties related to
Gls. The TRIPS Agreement and the WIPO advocates for and protects Gls through the
establishment of agreements between nations to designate various products as unique to specific
regions. Box 5 below discusses the various types of Gls available.

Box 5. Sub-types of Geographic Indications

Geographic Indication labels are collectively shared labels that showcase the unique value derived by
having one or all aspects of production in a specific place while also protecting the product from
imitations. These labels are growing in popularity and are increasingly being used by developing nations
as a strategy to develop rural areas. Three primary sub-types of Gls exist, with varying degrees of
protection and regulation:

Protected designation of origin (PDO): The most stringent version of Gls and requires that all
stages of processes and production occur in a given geographic region and follow set guidelines.
Examples of PDO products include: La Mancha wine in Spain; Roquefort Cheese in France; Tequila in
Mexico; and Pomme du Limousin apples from France.

Protected Geographic Indication (PGI): Similar protections and requirements to PDOs but
requires only one stage of production occur within the region. Examples of PGl products include: Scotch
beef in the UK; Lammefjordsgulerod carrots in Denmark; and Melton Mowbray Pork Pie from the UK.

Traditional Specialty Guarantees (TSG): The more flexible of Gl labels used for products that
employ traditional production methods. These designations focus exclusively on production techniques
employed and do not account for the geographic spaces where a product is made. Examples of TSG
products include: Tréjniak, an alcoholic beverage from Poland; Mozzerella Cheese from lItaly, and Jamon
Serrano ham from Spain.

PDO labels account for 57% of Gl marks obtained before 2007 compared to 41% for PGl and only 2%
for TSG. Similarly, research shows PDO products typically receive a higher price premium compared to
the other subsets of Gls.

Sources: DeSoucey (2010); Areté (2013); WIPRO (2015); Taste of Europe (2015)



2.3. Global Trade in the Rum GVC

The Caribbean is the main production region for rum (Pounder, 2010). Drawing on the availability
of sugarcane byproducts and its long history of production, the Caribbean is regarded as the true
birthplace of rum. Ove