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Foreword 

Tea is cultivated in an area of 1.14 lakh hectares in South India with an annual 

production of more than 2,000 lakh kgs. Tamil Nadu leads both in terms of area and 

production of tea in South India, with maximum concentration and production in 

Nilgiris district. 

The present study is an attempt to address issu^s related to cultivation, processing, 

marketing and export of tea in Nilgiris and Coinfibatore districts. Besides, the study 

also identifies different stages in supply chain management, assesses the role of 

credit, examines Government policies in tea Sector and also the R&D initiatives 

undertaken by Tea Research institutions. The demand- supply imbalance has 

created a pressure on tea prices. The situation is alarming today when the prices of 

green tea leaf have gone down from Rs. 18/kg during 1997-98 to Rs. 6/kg during 

2003-04. This has been the major factor affecting the economics of tea gardens for 

the small growers. Due to the rising cost of production, tea estates have also been 

affected. Auctions still continue to remain the primary marketing channel despite the 

relaxation to the manufacturers of made tea to sell tea through any source. Based 

on the findings, the study recommends boosting replantation activities, restructuring 

of INDCOSERVE, formation of joint liability groups among the small tea growers, 

aggressive tea marketing campaigns, promotion of new innovative products like iced 

tea and emphasis on R&D in cultivation and processing technology. 

It is hoped that the report will be useful to everyone interested in the development of 

tea sector. 

Chennai (Dr. Prakash Bakshi) 

31 March 2006 Chief General Manager 
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Executive Summary 

• Tea industry in India is facing a crisis. There has been a decline in the prices of green lea 

leaves and made tea, which has affected the farm economics of the tea growers in the 

country. Moreover, the Indian tea exports have also declined due to the emergence of new 

and more cost effective tea producing countries in other parts of the world. 

• The present study was conducted with the major objectives to study the trends in area under 

cultivation, production, productivity, export- import and price movements of tea in the 

domestic and international market; to identify different stages and issues in supply chain; to 

assess the role of credit in the supply chain; to assess the possibility of innovations in tea 

sector and to examine R&D efforts initiated by Tea Research institutions. 

• The study covered a sample of 18 small growers and 5 estates cultivating conventional tea, 2 

estates c ultivating organic t ea, 8 p recessing units m anufacturing CTC a nd orthodox I ca, 2 

producer exporters, 4 retailers, 2 wholesalers, 2 auctioneers, 2 commission agents and 1 

warehouse unit were selected and visited during the study in Nilgiris district. A sample of 3 

merchant exporters were also covered to analyse the cost and potential of tea exports in 

Coimbatore district. Discussions were held with officials of Tea Board, UPASl, TANTEA, 

INDCOSERVE, TEASERVE, LDM and Secretaries of various associations to get an insight 

of the different aspects of tea sector. 

• All the costs and income have been assessed and analysed at reference year prices. The 

reference year for the study was 2003-04. 

• All the sample estates were cultivating only tea. Average land holdings for the sample small 

growers was 2.94 ha and that for the sample estates was 300 ha. Average plant population 

was 12350 per ha for the sample small growers and 13000 per ha for the sample estates. 

• Replantation cost has been taken as the investment cost for tea gardens and the average 

replantation cost per ha capitalised upto 3 years for sample small growers worked out to Rs. 

2.26 lakh and the same capitahsed upto 4 years for the sample estates worked out to Rs. 3.09 

lakh for the sample estates. 

• Average maintenance cost for the sample small growers was Rs. 48706 and Rs. 61454 for the 

sample estates. 

VI 
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* Average price realised for the GTL by the sample growers was Rs. 6 per kg. The sample 

estates cultivating inorganic and organic tea were owning processing units for the 

manufacture of made tea. Hence, they were making use of GTL produced in their estates for 

the manufacture of niade tea. 

* CTC and orthodox are the two main methods of tea manufacturing in Nilgiris district. The 

economics of the sample units was worked out and the FRR was 16.94 per cent for BLFs, 

26.22 per cent for estate factories, 17.01 percent for TANTEA and 0.81 per cent for INDCO. 

The sample unit owned by INDCO is not viable as the processing cost has been high and the 

price realised at auction has been the least. 

* The management of supply chain of tea is complex involving intermediaries and the 

marketing margins are shared by the intermediaries as the consumers do not purchase made 

tea directly from the processing units or the auction centres. Auctions are the primary 

marketing channel for tea in South India. About 75 per cent are still being sold through 

auction centres despite the relaxation given to the manufacturers of made tea to sell tea by 

any means by Tea Board under TMCO order. 

* The main constraints faced by the tea industry are low price realisation for GTL as well as 

made tea at the auctions, replantation not being undertaken extensively, lack of quality 

upgradation by the processing units, lack of adequate marketing campaigns, etc. 

Recommendations 

* The study recommends various measures for improving tea cultivation, processing, 

marketing, exports, financing and R&D. Some of the major recommendations are: 

*- Quality standards in the plucking of green leaves may be adhered to for better price 

realisation. 

* Awareness to be created about the benefits of replantation as this would help to bring about 

improvement in yield. 

* The role of INDCOSERVE in improving the conditions of small tea growers is well 

recognised. It is necessary to restructure the cooperative sector in Nilgiris in order to improve 

its efficiency and competitiveness. Good governance, professional management and internal 

democracy needs to be restored. 
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• Formation of SHGs and Joint Liability Groups may be encouraged among the growers. This 

may help the group to avail bank finance. 

• An appropriate policy for organic farming covering issues related to its coverage, financial 

support during the conversion period, creation of linkages among the farmers, processors, 

traders and consumers and increasing public awareness of the benefits of organic agriculture 

may be designed. 

• Tea processing units may replace the old machinery with new ones in a phased manner. 

• Differential pricing method may be followed by the BLFs, whereby quality leaf is paid a 

higher rate. This would have a good impact on the quality of made tea produced. 

• Promotional schemes for tea to be launched. There is a need to create market demand for tea. 

Aggressive marketing may be followed by the big companies like Tata, HLL, etc, to divert 

consumers from soft drinks to tea. New products like iced tea, herbal tea, etc may be 

promoted to increase penetration in the market. 

• Effective mechanism for checking multi- financing may be developed and documents of land 

records to be updated so that the small growers can avail bank finance. This would also 

enable the growers to register with Tea Board. 

• Cost of production for made tea is high as compared to China, Russia, CIS, Poland. 

Therefore, Indian tea is not able to compete in the international market. There is a need to 

enhance the productivity and reduce the cost of production to make Indian tea competitive 

globally. This is possible by R&D efforts in areas like plant improvement, plant nutrition and 

processing technology. 
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•|^9jl& INtC IK>lg& VIUM& ICD̂ ^̂  Ĉ VCD U9|lt»^|K |CD |plK>P F̂^̂  |^|C ^Itf! |? 

j ^ ' M n j ^ '^ipcpi^ugibi^Hmihjgai^^tpVlij^j2m:£ii^s^j^PippjjL 
him \cDio9 |» cD^ och|P> ̂ [»h ly pub|khp ivig >gjitP u3P?tii?i 'loio "^ ipcp|?ftfiitf 

•|lr^h V>»tP 

J f i ^ : ^ ]^\^\PP i^ J21J1 j | ^ ' I \^Smk i ^ J2l̂  1£ ^ ^ |l?P^h 12m: 1 ^ |?Pjl|J>-P 

j^jijtE 13̂ 13 c^ii£ -^ p B i ^ ue ^iHhff: lt?c^r? ln>̂ r3J±̂ . PKiy tphPIP^]^ M & chF)PrHg> 

file:///cDio9


Chapter 1 

Introduction 

Tea (Camellia species) originated in South East Asia and China is the first country to use tea as a 

beverage. The word tea is derived from t'e of the Chinese Fukien dialect and in Cantonese, tea is 

known as ch'a. In this form, the name has reached India, Iran, Japan and Middle East. Tea plant 

in its natural state grows into a small or medium sized plant. At present, there are three different 

varieties of tea plant viz., Assam variety, China variety and Cambod variety. 

1.2 More than 45 countries spread over all the continents except North America cultivate tea. 

The important tea growing countries of the world are India, Sri Lanka, China, Indonesia, Georgia 

and Argentina. 

1.3 The saga of development of tea in India is fascinating. Tea was reported to be growing in 

India in the early 19th century. The search for tea in Assam was started by the East India 

Company as an alternative source of supply to United K ingdom which until then was mainly 

dependent on China. With the emphasis on indigenous tea in Assam, the first commercial effort 

in organised tea cultivation was started by Assam Tea Company in 1839. Tea plants sent from 

Calcutta Botanical gardens were reported to be grown in Nilgiris district in Tamil Nadu in 1839 

but was cultivated on a commercial scale by 1853. 

1.4 From a modest beginning in 1839, India today is the world's single largest producer of tea 

and also one of the largest exporters of tea. The total area under tea in the country increased from 

0.3 million hectares during 1960-61 to 0.5 million hectares during 2003-04 and the production 

which was 300 million kgs during 1960-61 has increased to 850.5 million kgs during 2003-04. 

(Economic Survey, 2004-05). India accounts for about 28 per cent of the global production of 

tea. 

1.5 In India, tea is grown in Assam, West Bengal, Tamil Nadu, Kerala , Kamataka, and to 

some extent in Himachal Pradesh and Tripura. South India accounts for nearly 25 per cent of the 

1 



total national production. The exports of tea from this region are of the order of 100 million kg 

per annum, which constitutes more than half of the total tea exports from the country. 

1.6 Tea is one of the major plantation crops grown in Tamil Nadu. It is cultivated mainly in 

the hilly and high rainfall zones of Nilgiris, Coimbatore, Dindigul, Theni, Kanyakumari and 

Tirunelveli districts. In South India, Tamil Nadu leads both in terms of area and production 

followed by Kerala and Kamataka. 

1.7 Tea has occupied an important place in Indian economy for the last several decades. In 

fact, tea industry is regarded as one of the most important agro based industries in India. It 

provides direct employment to over one million workers in the country. Unlike other agricultural 

crops, tea provides the highest employment per unit of arable land. In 2002, there were 12.55 

lakh people employed in tea plantations. Women contributed about 50 per cent of the workforce. 

Many more are employed by other sectors related to tea and tea trade like tea machinery, packing, 

warehouses, etc. 

1.8 Tea industry earns foreign exchange for the country and the contribution of tea to the total 

agricultural exports eamiiigs was 4.96 per cent during 2003-04 (Handbook of Statistics on the 

Indian Economy, RBI, 2004-05). The exports of tea from India during 2003-04 was 183.1 million 

kgs in quantum and Rs. 1636.9 crore in export earnings as against 211.3 million kgs in quantum 

and Rs. 2003.2 crore in export earnings during 1997-98 (Economic Survey, 2003-04). It is 

estimated that more than 16 per cent of total tea exports in the World are from India. 

1.9 Besides, it also generates revenue to Cenfral and State Governments through indirect 

taxes related to tea manufacturing and sale of the finished product. It is estimated that about Rs. 

10000 to Rs. 12000 per ha is paid by the industry as Government revenue in different forms. 

1.10 However, the tea sector in India is passing through a difficult phase. The productivity has 

declined from 1865 kg/ha in 1997 to 1625 kg/ha in 2002. There has been a decline in green tea 

leaves prices, which has affected the farm economics of the tea growers all over the country. The 



prices of made tea sold at Indian auctions registered a decline during 2002 over 2001 and this has 

put the small tea growers into difficulty. Moreover, new and more efficient sources of tea 

supplies has emerged in different parts of the world. All these have become a cause of concern 

for the Tea industry, Tea Board and Government. Against this background, a study was 

undertaken to examine the current status and the entire supply chain management of tea sector. 



Chapter 2 

Objectives and Methodology 

Objectives 

The present study was conducted with the following objectives: 

• To study the trends in area under cultivation, production, productivity, export /import 

performance and price movement of tea in both the domestic and international markets. 

• To identify different stages in the supply chain- production, value addition and marketing in 

the supply chain and their functioning in terms of efficiency, viability and sustainability of 

tea. 

• To study and identify the issues in the supply chain at different stages and to suggest policy 

measures to improve the management of supply chain system. 

• To assess the extent and effectiveness of linkages among different entities in the supply chain 

system, constraints on backward and forward linkages, if any, and suggest alternative 

strategies for improving the same. 

• To assess the role of credit in the supply chain system, adequacy or otherwise of credit 

support, both for working capital and investment, at each stage of tea production. 

• To assess and explore the possibility of innovations in the tea sector like organic tea, value 

added tea in terms of its competitiveness in the global market. 

• To examine R&D efforts initiated by Tea Research institutions. 

Selection of Districts 

2.2 The study was undertaken in Nilgiris district, where tea cultivation is concentrated in 

Tamil Nadu. Details of area and production of tea in the State is given in Chapter 3 of the report. 

It may be observed that both area under tea (81.6%) and production (70.3%) is maximum in 

Nilgiris. Hence, Nilgiris district was selected for the detailed study. The production, processing 

and marketing units were selected in Nilgiris district. To study the export aspects, the merchant 

exporters in Coimbatore district were selected for the study. 



Selection of Sample 

2.3 To study the aspects of tea production, a sample of 18 small growers (having area below 

10.12 ha) and 5 estates (having area of 10.12 ha and above) were selected randomly. Among the 

small growers, 8 farmers selected were members of INDCO factories. Among the sample estates, 

1 estate selected was owned by TANTEA. A sample of 8 processing units manufactuing CI C" 

and orthodox variety were selected in Nilgiris district to understand the method of processing, 

cost involved, viability and constraints, if any, related to processing. In order to estimate the price 

spread and study various aspects of marketing, a sample of 4 retailers and 2 each of wholesalers, 

auctioneers and commission agents and 1 warehouse owner were selected for the study. To 

assess the cost on exports, constraints and potential, a sample of 3 export units (merchant 

exporters) in Coimbatore district were selected for the study. Discussions were held with 2 

sample estates' proprietors who were directly engaged in export of tea. Hence, they were also 

treated as a sample for producer exporters. Details of sample coverage of the study are given in 

Table 2.1. 

Table 2.1 

Sample Design 

SI. no. 
1 

2 

3 

4 

Segments 
Farm level 
Small growers 
Small Growers (members of INDCO) 
Small Growers (non- members of 
INDCO) 
Total 
Estates 
Processing Units by Method of 
Manufacture 
CTC 
Orthodox 
Processing Unit making use of Tea 
Waste 
Marketing 
Retailers 
Wholesalers 
Export Units 
Merchant Exporters 
Producer Exporters 

Number of Sample 

8 
10 

18 
5 

4 
4 
1 

4 
2 

3 
2 

rm 



Data Collection 

2.4 The study is based on both primary and secondary data. Primary and secondary data were 

collected to know about different aspects of tea in Tamil Nadu. Primary data was collected by 

survey method by using questionnaires and interview. Secondary data were collected from the 

Regional Office of Tea Board of India, Coonoor, Tea Research Station of the United Planters' 

Association of South India (UP AS I), Coonoor and Department of Economics and Statistics, 

Chennai. Discussions were held with Secretary of Tea Trade Associations, association of Niigiris 

Small Growers', Processors, Exporters, etc, officials of TEASERVE, TANTEA, INDCOSERVE, 

Tea Board and UPASI regarding different aspects of tea cultivation, processing, futures trading, 

etc. A uctioneers (brokers), commission a gents, p luckers, e tc w ere a Iso interviewed d uring t he 

study to understand their viewpoints. A review of information on tea industry available on'the 

internet was made and published materials on Tea were also made use of 

Analysis of Data 

2.5 Data collected were tabulated and analysed by using statistical tools like averages. 

Viability of investment (production and processing) have been worked out in terms of financial 

rate of return by using discounted cash flow method . 

Reference Year for the Study 

2.6 The reference year for the study was 2003-04. All the costs and benefits have been 

collected and estimated with respect to the reference year prices. 



Chapter 3 

Trends in Production, Yield and Prices of Tea in Domestic and International Markets 

Tea is an important beverage and is generally placed in the polymorphic specis. Camellia 

Sinensis. There are three main varieties of tea plant- China, Assam and Cambod. It is grown in 

areas where the climate is moist and there is well distributed rainfall. Tea can grow at altitudes 

ranging from sea level to about 6000 feet above, but it grows best in regions near the Equator. 

Area, Production and Yield of Tea in tlie World 

3.2 India, China, Sri Lanka, Kenya and Indonesia are the major tea growing countries of the 

world. Table 3.1 gives the detail of the area, production and yield of tea in different countries of 

the world. 

Table 3.1 

Area, Production and Yield of Tea in Different Countries 

Countries 

India 
China 
Srilanka 
Indonesia 
Kenya 
Vietnam 
Turkey 
Others 
Total 

(Area in lakli lia, Production in lakh 

1992 
Area 

4.2 
10.84 
2.21 
1.38 
1.01 
0.68 
0.89 
4.42 
24.5 

Production 
7323.72 
5598.27 

1788.7 
1448.34 
1880.72 

362 
1562.69 
4417.6 

24382.04 

Yield 
1743 
516 
809 

1049 
1862.09 

532 
1755.83 
999.45 

995 

kgs and Yield in kg/ha) 

2002 
Area 

5.15 
11.34 

1.87 
1.54 
1.39 
0.83 
0.76 

3.6 
26.48 

Production 
8384.74 
7453.74 
3106.04 
1727.92 
2871.02 

840 
1420 

4841.11 
30644.53 

Yield 
1625 
657 

1652 
1116 
2051 
1012 
1854 
1344 
1157 

Source: Tea Digest, 2003 

3.3 It may be observed from the Table 2.1 that the area under world tea cultivation during 

2002 has registered an increase of 0.85 lakh ha over 1992. Similarly, there has been an increase 

of 6262.49 lakh kgs of world tea production and the yield has increased from 995 kg/ha to 1157 

kg/ha during the same period. 


