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CHAPTER 4: SITUATION ANALYSIS 
 

Situation analysis focuses both the micro and macro level aspects. From micro 

level’s perspective the SWOT analysis is better illustrative of the situation while for 

the macro level it will be PEST analysis.  

 

4.1 Economic Viability of Cinnamon  

 

The importance of this spice to the country’s economy was highlighted in the 

previous chapters. The Honourable Minister of Finance & Planning has identified 

this aspect and highlighted his future endeavours in his budget speech as follows:  

 

“…Sri Lanka produces more than 90 percent genuine cinnamon (Cinnamomum 

Zeylanicum Blume) in the world. Our exports account for 63 percent of all spice 

exports in the world. Cheap low quality alternatives have begun to enter the global 

market leading to increased competition. There is an urgent need for increased 

investment in research and product development for value addition in Cinnamon. 

Efforts to give ‘Ceylon Cinnamon’ maximum protection under WTO agreement are 

being intensified. Investments in marketing Ceylon Cinnamon are essential to 

combat this competition. I propose to impose a CESS of Rs.2.50/kg or 0.5% of the 

value whichever is higher for the development of this industry. The Government will 

contribute Rs.10 million to set up a Cinnamon Development Fund…”  

            - Budget speech by Hon. Minister of Finance and Planning  

(Sri Lanka 2005) 

 

Cinnamon at present is the dominant spice in Sri Lanka in terms of the foreign 

exchange earnings. The share lies on Cinnamon in terms of the export of agricultural 

products in 2004 and 2005 were 0.86% and 0.96% respectively.   In 2005 total 

foreign exchange earnings from Cinnamon was above the earnings from rubber by 

11.3 million dollars. Cinnamon revenue growth in 2005 was 23.1% above the 

export earnings over 2004 figures (Table 4.1). 
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Table 4.1 :  Agricultural Exports  in US $ (mln) 

Commodity 2004 Share % 2005 Share % 

Total Agric. Export 1065.2 18.5 1153.8 18.2 

Tea  738.9 12.8   810.2 12.8 

Rubber    51.3   0.9    46.9   0.7 

Coconut  113.1   2.0  113.3   1.8 

Cinnamon    49.7     0.86    61.2    0.96 

Source : Central Bank Report-2009 

Apart from the many uses of the Cinnamon it was recently found out there are many 

other areas for which it could be diversified with positive results.  

According to new research studies Cinnamon oil has the ability to kill mosquitoes 

better than DEET. Cinnamon oil shows promising great smell and environmentally 

friendly pesticide characteristics with the ability to kill mosquito larvae more 

effectively than DEET. "…The existing diseases spread by the mosquitoes have 

highlighted the need for new strategies for mosquito larval control…" natural 

products chemist Peter Shang-Tzen Chang, a professor in the School of Forestry and 

Resource Conservation at National Taiwan University. Chang and his coworkers 

tested eleven compounds in Cinnamon leaf oil for their ability to kill emerging larvae 

of the yellow fever mosquito, Aedes aegypti. The LC50 value is the concentration 

that kills 50 percent of mosquito larvae in 24 hours. All four compounds had LC50 

values of less than 50 ppm with Cinnamaldehyde showing the strongest activity at an 

LC50 of 29 ppm. For comparison, the LC50 of DEET is an extremely popular 

pesticide and mosquito repellant is more than 50 ppm (Cabello et al. 2009, 220-231; 

American Chemical Society). 

 

People have a spice inside of the kitchen cabinet that helps to regulate their diabetes 

without their knowing. It was found out that Cinnamon controls diabetes naturally.  

“…Cinnamon may help by playing the role of insulin substitute in type II diabetes. 

Cinnamon itself has insulin-like activity and also can potentiate the activity of 

insulin. The latter could be quite important in treating those with type II diabetes. 

Cinnamon has a bio-active component that we believe has the potential to prevent or 

overcome diabetes…" - Don Graves Cellular and Molecular studies at the University of 

    California, Santa Barbara, Iowa State University and the U.S. 
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    Department of Agriculture.  

Cinnamon helps people with diabetes by metabolizing sugar in a better way. In 

adult-onset (Type II) diabetes, the pancreas produces insulin, but the body can't use it 

efficiently to break down blood sugar. Researchers discovered that Cinnamon 

reduces the amount of insulin necessary for glucose metabolism.  

"…One-eighth of a teaspoon of Cinnamon triples insulin efficiency…" says James A. 

Duke, Ph.D., a botanist retired from the U.S. Department of Agriculture and author 

of The CRC Handbook of Medicinal Herbs. Taking 1⁄2 to 3⁄4 teaspoon of ground 

Cinnamon with each meal may help control blood sugar levels. 

 

The most recent studies showed that, after 40 days, 30 diabetics who had taken 1 to 6 

g of Cinnamon extract daily reduced their risk factors for cardiovascular disease. 

Specifically, their mean fasting glucose fell to 18-29%, their triglycerides to 25-30%, 

their LDL which is bad cholesterol to 7-27% and their total cholesterol to 12-26% 

(Wondrak et al. 2010, 3338-3355). 

 

This fragrant spice fights tooth decay. Several toothpastes are Cinnamon-flavored-

for good reason. "…Cinnamon is an antiseptic that helps kill the bacteria that cause 

tooth decay and gum disease. Cinnamon also kills many disease-causing fungi and 

viruses..." says Daniel B. Mowrey, Ph.D., Director of the American Phytotherapy 

Research Laboratory in Salt Lake City and author of The Scientific Validation of 

Herbal Medicine.  

 

Like many culinary spices, Cinnamon helps calm the stomach. But a Japanese study 

of animals revealed that this spice may also help prevent ulcers. To brew a stomach-

soothing tea, ½ to ¾ teaspoon of powdered Cinnamon per cup of boiling water will 

provide better results.  

 

One German study showed that Cinnamon "suppresses completely" the cause of 

most urinary-tract infections (Escherichia coli bacteria) and the fungus responsible 

for vaginal yeast infections (Candida albicans).  
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Cinnamon bark as well as other Cinnamon products has a wide range of applications 

in food and perfumery industries. They are also used in pharmaceutical and essence 

industries. Cinnamic Aldehyde, the major constituent in the Cinnamon bark oil, is an 

important food flavouring agent. Cinnamon oleoresin, an important product of 

Cinnamon, has similar applications in the food industry. Euginol extracted from 

Cinnamon leaf oil is often used for flavouring toothpaste along with mint and 

eucalyptus oils (American Chemical Society). 

 

The potential production level of quills as per the estimates made by the DEA in the 

year 2003 is about 1000 kg/ha in the age of 7 year plantation. But it can be 

maintained at this harvest level till about 40 years with the adoption of good 

management practices. Gross income and expenditure analysis for a new 

establishment of a plantation is given in the table 4.2.   

 

Table 4.2 : Annual costs and returns for Establishment and Maintenance of a 1 ha. Land 

of Cinnamon 

Item 

 

Year 

1 2 3 4 5 6 7 8 Rest 

Labour 

Cost (Rs) 
36,049 10,370 1,.284 30,617 41,481 46,420 51,358 56,296 56,296 

Material 

Cost (Rs) 
10,150 7,370 9,250 9,250 9,250 9,250 9,250 9,250 9,250 

Total Cost 

(Rs) 
46,199 17,740 26,703 40,206 51,577 58,208 65,684 74,006 74,006 

Gross 

Income 

(Rs/ha) 

    60,720 151,440 214,600 253,300 296,600 343,500 343,500 

Net 

Return 

(Rs/ha) 

    34,017 11,234 163,023 195,092 230,916 269,494 269,494 

Source : Report DEA, 2003 

Sri Lanka being the largest producer of Cinnamon in the world (about 65-70% of the 

global production), Seychelles, Madagascar, India and other suppliers collectively 

contributes to the balance (30-35%). Sri Lanka exports spices to about 70 countries 

in the world with Mexico, India, USA and Europe being the major buyers.  
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Export market data for Cinnamon are given in Table 4.3. Major Cinnamon quills 

importers are Latin American countries, which constitutes 83.1 % of the total export 

earnings. Share for the EU countries was 1.8% while for USA it was 9.4%. Thus 

major importing countries are Spanish speaking countries with Mexico, Colombia, 

Peru, Guatemala in front line and USA. According to the reports of the customs 39 

countries have imported the Cinnamon quills including the EU countries.    

 

Table 4.3 : Major Ceylon Cinnamon Quills Export Countries during 2004 

Country Total export 

(Tons) 

Value 

(Rs mln) 

Share from 
total export (%) 

Mexico 4,773 2,140 59.0 

Colombia 648 250 8.0 

Peru 463 171 5.7 

Guatemala 204 97 2.5 

Ecuador 533 199 6.5 

El Salvador 108 43 1.4 

EU 150 80 1.8 

USA 752 323 9.4 

Other 459 171 5.7 

Total 8,090  100% 

Source : SL Customs report 2005 

With growing concern on health hazards associated with synthetic flavouring agents 

used in the food industry, there is an increasing preference for natural flavours all 

over the world. Thus the demand for Cinnamon oil is expected to grow steadily in 

the future with the growing population and expansion and sophistication of the food 

industry (Senanayake and Wijesekera 1989, 103-120). 

 

Considering all these multiple uses along with the cost and revenue aspects of the 

Cinnamon Industry it is evident the Cinnamon is a better economical industry which 

has future prospects to grow very rapidly. 
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4.2 Micro Perspective for the Cinnamon Industry 

 

Cinnamon industry has an impact not only to the existing domestic and international 

markets but also to the potential future markets. The micro perspective helps to give 

a good picture and related issues of the industry’s plantation sectors for small scale 

owners, processing units operated by rural people and also other small scale value 

chain players. SWOT analysis is incorporated for the entire Cinnamon industry as 

follows: 

 

4.2.1 Strengths – S 

 

 This product – ‘Cinnamon Zeylanicum’ is native to the country and known as 

the Ceylon Cinnamon/ True Cinnamon in the global market and there is no 

any substitute with required quality aspects (Although Cassia is considered to 

be the near substitute it also contains Cancer causing substance and very 

harmful for consumption) 

 

 The crop is ideally grown in Sri Lankan soil conditions and the climatic 

conditions prevail provide conducive environment for plantation (Sunshine 

throughout the year and the rain pattern) 

 

 Plantation of Cinnamon best suits most parts of the southern coastal belt of 

the island but recent studies shows improved cultivating potential in inlands 

with improved quality aspects of the bark  

 

 Industry has maintained a good reputation in the global market and has given 

tremendous strength for the foreign countries and proceeded in a positive 

direction due to high prominence 

 

 Industry can easily turn around to a profitable path with minimum effort in a 

cost efficient manner with the diversified uses identified by the global 

researchers and scientists through R&D and research studies 
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 Different parts of the tree has different commercial usages and entire tree is 

extensively used without throwing away any single part and various 

additional usages are still being identified 

 Most of the Cinnamon industry people are used to some traditional method of 

processing to make finished products in small and medium levels and the 

knowledge of processing Cinnamon is at a higher level 

 

 Industry has secured the fourth place in the export market among the 

exporting crops and the first place among the spices export and thereby 

contributing very much for the country’s economy 

 

 Most of the innovative and practical methods could be identified through 

industry applications in a wide range and it is possible to produce standard 

products in bulk and value added form with high quality 

 

 A large number of Cinnamon planters/ producers live in the country 

producing variety of products and there are possibilities for collective actions 

to be undertaken among different value chain players identified (i.e.: The 

cluster approach could be implemented effectively) 

 

 There are some processing centers of Cinnamon with the GMP certification 

and therefore high quality levels are achieved for the export market 

 

 New technology oriented techniques could be introduced and possibility to 

expand with market needs 

 

 Availability of enough resources for investment considering the current 

situation of Sri Lanka – aligning with the countries intention to develop the 

agricultural sector 
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4.2.2 Weaknesses – W  

 

 Lack of concentration and poor management practices incorporated in the 

plantations sector leading to yield shortages and other long term problems 

due to decreasing yield capacity affecting the entire industry 

 

 Negative perception of the industry due to slow progress of the income 

initially since it needs minimum of 3 years to get return from the inception 

 

 Although the Cinnamon tree is successfully grown in some parts of the 

country it’s not spread to cover a considerable percentage of the land area of 

the entire country to meet future demand 

 

 Since the product has many usages there is the possibility for various product 

ranges causing the price elasticity to be at higher level against the demand  

 

 Most of the people who are incorporating the traditional methods of 

processing have reluctance to change for new methods 

 

 Social and economical implications (since there is no proper recognition for 

the industry employees) affecting to recruit more skillful employees to the 

industry and eventually loses the most essential young crowd for future 

sustainability 

 

 Industry doesn’t have proper standard mechanism to collect the high quality 

yield and send it to the relevant international market or domestic supplier to 

gain the maximum benefits from the entire industry 

 

 This crop is of much importance even at international level and has been 

grown in Sri Lanka for centuries but there has been hardly any improvement 

in its productivity in the last few decades 

 

 High loss due to high moisture content in Cinnamon bark and it is estimated 

to be US $ 2.2 mln/year which is about 3% of the foreign exchange earnings 

from total EACs  
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 Inability of most of the Cinnamon value chain players to face the trade 

monopolies created by few in the industry  

 

 Lack of marketing research and R&D activities to find solutions meeting the 

current issues in the market 

   

 No coordination and strategies developed among the suppliers to meet the 

Cinnamon market demand 

 Some of the processing mechanisms lead to pollute the environment 

especially during oil extraction process 

 

 Inability to offer higher grades of Cinnamon quills in a consistent manner to 

the market 

 

 No sufficient improvement in the Cinnamon industry due to financial 

limitations of the value chain players 

 

 Most of the plantation owners have no control over the processors (especially 

peelers) and their skilled number is also limited. Therefore at last the owners 

gain a lower return 

 

 Many of the value chain players concentrate on quantity achievement but not 

on quality achievement 

 

 Most of the value chain players have subsistence mentality 

 

 Most of the value chain players do not work with positive attitude and a clear 

vision aligned with the Cinnamon industry 

 

4.2.3 Opportunities – O 

 

 It is always trying to provide more concentration for these types of 

agricultural products aligning with the government’s current policies to 

develop the national economy 
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 Many institutes, government organizations and departments have identified 

the importance of this invaluable industry and the necessary activities are 

being implemented to develop the industry 

 

 Technological applications have been developed up to a certain level by some 

organizations to improve productivity and they could be incorporated 

mechanisms which are not very complicated 

 

 Since industry has been for a very long period of time, it has given an 

opportunity to penetrate to new markets with the least minimum affect 

 Political stability of the country after ending the civil war leading to invest 

more and more in Sri Lankan soils 

 

 Creativity can lead to commercialize more new products which has many 

avenues due to the high applicability of the Cinnamon based products to 

satisfy different target markets, which could generate additional income to 

the country – High potential for product diversification 

 

 Special encouragement for SME development by the Government and 

provision of low interest loans for prospective value chain players 

 

 A large business community is involved in the Cinnamon industry both at 

national and international levels 
 

 Many supports from EDB, SLSI, DEA in export development activities of 

Cinnamon 
 

 Rise in the demand for True Cinnamon and government takes actions to 

promote it through proper branding (Launched few days back under ‘Ceylon 

Cinnamon’ brand name) 
 

 INGOs such as JAICA, GTZ supporting the DEA and Cinnamon Research 

Centers for Technological improvements and Consultancy Services 
 

 Institutions available to obtain quality certifications and standardization at 

global level 
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4.2.4 Threats – T 

 

 Threat from near substitute product Cassia due to its considerable low price 

compared to Cinnamon in the international market and it is demanded very 

highly by the most of the export countries 

 

 Due to relative low price of the competing countries it provides an 

opportunity to import Cinnamon oils to the domestic market (E.g.: Cinnamon 

Leaf and Bark Oils from time to time) 

 

 Economical adverse factors (recessions) lead to low demand and prices 

 

 Inappropriate & imbalance taxes and  duties affect to reduce industry 

volumes 

 

 Negative influences from exporters and intermediates at auctions 

 

 Prices not stable throughout the year and it is controlled by the few traders 

creating monopolistic situation and this Trade monopoly exists at 

considerable high level  

  

 No fertilizer subsidy scheme is given for Cinnamon planters 

 

 No enough awareness among international community regarding true 

Cinnamon Vs substitutes 

 

 Next generation is slowly switching in to other industries and unavailability 

of high skilled processing personnel 

 

 Use of chemicals as Pesticides and Weedicides which will harm the 

environment in the long run 

 

4.3 Macro Perspective for the Cinnamon Industry 

 

Since the industry has gone beyond its local borders and penetrated to the global 

market, it is indeed a requirement to look at the industry wide external factors to get 



- 106 - 

 

a great knowledge about the environment. This will provide a long term impact to 

keep sustainability in an effective and efficient manner. As a result industry PEST 

analysis has been done as follows: 

 

4.3.1 Political – P 

 

 Political perception and their practical applications are in a very slow process 

which gives an adverse affect to the progress of the industry. But it seems 

some smaller changes during the recent years 

 

 Political stability in the country leads to give positive impressions for 

international buyers motivating them for investments 

 

 Through political relations with other countries it is needed to identify market 

oriented products and identify their new prospective markets very closely. 

Although some linkages have been developed currently for some sectors no 

proper mechanism focused to this Cinnamon industry 

 

 Bureaucracy and unnecessary regulations reduce the efficiency of the process 

 

 Not providing political compensations for the industry and they are playing a 

greater role to sustain the Cinnamon as an industry 

 

 There are government policies and programs for development of the rural 

economy and it could be coupled as necessary to promote the industry 

 

 Pro-private sector development policy of the present government and 

provision of government subsidies for plantations and processing of 

Cinnamon 

 

 There is no national policy for Cinnamon industry and it should be 

established with clear vision 

 

 Politicians and other necessary parties are unaware of the importance of the 

Cinnamon to the local economy and the value it could reach 
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4.3.2 Economical – E 

 

 Since this industry affects the country’s economy through occupying the 

No.1 export spice, the domestic and international buying power of the 

customers affects country’s GDP directly 

 

 Currency fluctuations, taxes and economical understanding with other 

countries (such agreements are not there for Cinnamon industry and should 

be promoted) has affected to change the export volumes 

 

 Adverse effects of economical factors lead to increase the cost of production 

of the final product 

 

 Due to the nature of  the price elasticity of the products, it gives a negative 

impact in the international market 

 

 Cinnamon Auctions affect very much and bulks of Cinnamon could be sold 

giving high profit margins for the direct peelers and the planters 

 

 Private sector involvement is very low (specially banks and financial 

institutes) due to the constraints of their internal policies and objectives 

 

 More women participation in the Cinnamon cultivation and processing as a 

home based employment helps improve the family units and ultimately the 

total economy of the country 

 

 Global economic fluctuations like recession hindered the industry supply 
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4.3.3 Social – S 

 

 Social adamant about some processing methods and is therefore very difficult 

to change and introduce new technology 

 

 Social link to the industry always gives optimistic outcome in all three 

processes  

 Since the social recognition of the industry is not at the expected level, it will 

lead people to get away from the industry related activities affecting to lose 

the young crowd being not attracted to the industry. This will ultimately 

cause the lack of experienced personnel in the industry 

   

 Creativity awareness is not in a required level and also the consumers 

reluctant to use Cinnamon as a best substitution in day to day probable usages 

 

 No permanent labour force is available at social level in the country 

 

4.3.4 Technologically – T 

 

 Industry has not applied technological applications as expected to get the 

required outcome and necessity in meeting business objectives has not been 

identified 

 

 Perception with regard to technology is not very positive. But to get the 

competitive edge it is essential to improve industrial activities aligned with 

technology and increase the effectiveness to meet global demand 

 

 Technology is not being applied where it is most important and get away 

from the actual needs. The innovative findings also should be more positive 

and also should be practical 

 

 Research findings always need to pair with the latest methods to benchmark 

new findings if possible and convert into such a manner to use it 

appropriately 

 



- 109 - 

 

 Lack of R&D institutes for Cinnamon industry 

 

 Need more training and consulting institutes for the industry on simple 

applications which will enhance the quality and the return on investment 

very much 

 

 New innovations are found which helps to increase the productivity  

 Several Processing centers with GMP certification help to benchmark for 

        other value chain players in the same section. 

 

 DEA, SLSI and Cinnamon research centre support in technological aspects 

to improve the industry 

 

4.4 Near Future Expectations  

 

It is very important to identify the issues in all three sectors (Plantation, Processing 

& Marketing) in depth and propose most economical practical solutions immediately 

to lift the industry to a better position. According to the above SWOT & PEST 

analysis the industry has many numbers of positive factors to drive the industry to 

the above position. But the other negative factors should be closely analyzed and 

effective strategies should be implemented to get rid of or/ and minimize the effects 

as needed.  

 

4.4.1 Domestic market expectations  

 

Although the Sri Lankans use this spice in cooking daily meals the domestic market 

expectations are at medium level. The reason is that the total consumption is 

relatively low with compared to other potential areas. It will be a big opportunity for 

Sri Lankans to consume mother country products not only it in many different forms, 

but also to align with modern fast life with a medicinal value to refrain from many 

diseases. Because the high quality Cinnamon is hard to purchase from the local 

market conditions prevailing in Sri Lanka and since it is possible to earn more profits 

through exporting.  
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4.4.2 International market expectations  

 

International market expectations could be to obtain more quality Cinnamon at lower 

price compared with the existing products. Therefore right technological applications 

to improve the quality and process efficiency in developing the current product 

portfolio, incorporating product diversification and value addition plays a major role. 

Identification of new market segments for above diversifications needs to be 

properly administered and thereafter efficient applications could be implemented.  

Since the global attitude is gradually diverting to natural / organic consumer patterns 

and habits, this industry could play a substantial role to meet future international 

market expectations very easily. 
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4.5 Summary of Situation Analysis  

 

Important aspects with respect to the entire Cinnamon industry are considered giving 

a special attention to identify ‘why Cinnamon industry is so important?.’ Economic 

viability of the industry is conducted to identify the various usages of Cinnamon 

found out through the newest researches and findings. It provides a broad 

understanding of the potential of the Cinnamon for various usages and also the 

financial returns that could be gained for any investor concerned.  

 

The micro and macro level aspects which are affecting the Cinnamon industry in Sri 

Lanka are highlighted through SWOT and PEST analysis consecutively. The value 

chain players who fall under micro and macro level could receive benefits through 

the suggestions focused under these two categories since their level of problems are 

focused separately.  Under micro perspective it reveals although there are many 

strengths and opportunities available they were not capitalized as they should have 

been. At the same time some of the weaknesses and threats have arrived at very 

crucial stages. They need to be attended as early as possible before the industry falls 

into a great difficulty to meet future aspirations.  

 

The domestic and international market concerns and the effectiveness are considered 

since it links with many ways to Sri Lankan economy. GDP, employment generation, 

increase the life standard, bring the foreign revenue and many such related indicators 

are important factors that linked proportionately with the proper exploitation of the 

industry. 

 

Macro point of view the industry is struggling with marketing expectations and up 

grading of technology to improve the productivity. The cost of production gives a 

huge impact and also acts as a bottle neck to propose any innovative and competitive 

solution to gain the edge.  

 

 

 


